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P R E F A C E 
In the work of the p r o f e s s i o n a l accountant, and 
to a l a r g e degree i n that of the p r i v a t e accountant, the 
p r e p a r a t i o n of working papers has an important place. The 
working papers are the indispensable medium by which the 
accountant t r a n s l a t e s h i s knowledge of p r i n c i p l e s i n t o 
p r a c t i c e . 
There i s , perhaps, more d i v e r s i t y i n the matter 
of the substance and form of working papers than i n any 
other feature of accountancy p r a c t i c e . The multitudinous 
d e t a i l s of business a c t i v i t i e s , o f t e n i n c l u d i n g many not 
r e f l e c t e d by r e g u l a r books of record, are a l l touched to 
g r e a t e r or l e s s extent i n the work of the accountant, and 
h i s working papers are n e c e s s a r i l y as v a r i e d as those 
d e t a i l s . Notwithstanding t h i s v a r i e t y of subject matter, 
and the f a c t that working papers must be prepared i n the 
form best s u i t e d to the c o n d i t i o n s p r e v a i l i n g i n each 
p a r t i c u l a r case, there are numerous features i n connection 
w i t h t h e i r p r e p a r a t i o n which are subject to s t a n d a r d i z a t i o n . 
I t i s , t h e r e f o r e , thought to be worth while f o r the student 
of accountancy, whether p r o f e s s i o n a l or p r i v a t e , to study 
the methods evolved by r e p r e s e n t a t i v e p r a c t i t i o n e r s who 
have given the subject extensive c o n s i d e r a t i o n . 
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I t has been the aim i n w r i t i n g t h i s book to 
present a concise but comprehensive t r e a t i s e f o r i n t e n s i v e 
study of the requirements and best usages as to the sub-
stance and form of accountants' working papers e x c l u s i v e l y . 
I t i s b e l i e v e d that the subject i n i t s scope and i n t e r e s t 
warrants such independent treatment. 
L e s l i e E. Palmer. 
W i l l i a m H. B e l l . 
New York C i t y , 
February 15, 1923. 
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CHAPTER I 
INTRODUCTION 
The knowledge of accounting theory possessed "by an 
accountant, h i s a b i l i t y to analyze complexities and recog-
n i z e that which i s v i t a l , h i s h a b i t s of neatness and order-
l i n e s s or of s l o v e n l i n e s s , and l a s t , but f a r from l e a s t , h i s 
g i f t of imagination and i n g e n u i t y , are a l l u n f a i l i n g l y shown 
by h i s working papers. 
With very few exceptions, working papers must be 
u t i l i z e d by some one other than the accountant who prepared 
them; and i t i s f r e q u e n t l y necessary to w r i t e a report on an 
examination or au d i t a f t e r the completion of the f i e l d work 
and away from the c l i e n t ' s o f f i c e . For these reasons the 
working papers should be l u c i d and i n t e l l i g i b l e . They 
should contain i n some form every p e r t i n e n t fact that comes 
to the a t t e n t i o n of the accountant r e l a t i n g to the work i n 
hand, i n c l u d i n g notes of any conclusions he may reach r e -
garding the accounts; and they should be complete enough so 
t h a t , to take an extreme case, i f the accountant who d i d the 
f i e l d work were to die before h i s report was prepared some 
one- else could prepare i t from h i s papers. 
An i d e a l set of papers contains a l l e s s e n t i a l 
information but no more. This i d e a l i s , however, seldom 
a t t a i n e d ; the papers prepared by n e a r l y a l l but the most 
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experienced accountants contain e i t h e r too l i t t l e or too 
much information. Of the two c o n d i t i o n s the l a t t e r i s more 
often found, and of course i s h i g h l y p r e f e r a b l e , but i t i n -
volves waste, which i s i n c o n s i s t e n t w i t h the fundamental 
p r i n c i p l e s of accountancy p r a c t i c e . I t i s g e n e r a l l y true 
that the tendency to prepare superfluous working papers 
diminishes i n d i r e c t r a t i o to an accountant's advance i n 
p r o f i c i e n c y as an a u d i t o r . 
The f o l l o w i n g i s quoted from a p r e v i o u s l y pub-
l i s h e d a r t i c l e by one of the authors, e n t i t l e d "Audit 
Working Papers":* 
The most g l a r i n g examples of superfluous 
work, or m i s d i r e c t e d energy, are mere t r a n s c r i p t s 
of accounts, or s o - c a l l e d analyses of accounts 
designed to c l a s s i f y the e n t r i e s , which u t t e r l y 
f a i l to accomplish what might be w r i t t e n on one 
l i n e . The p r i n c i p l e s a c t u a t i n g accountants i n 
preparing such papers appear to be to obtain i n -
formation, no matter how u n r e l i a b l e or unneces-
sary, and to check the mathematical accuracy of 
the accounts i n that manner. P r a c t i c a l l y , they 
are o ften meaningless f i g u r e s . Cases i n p o i n t are: 
analyses of reserves f o r d e p r e c i a t i o n without de-
t e r m i n a t i o n of the rates and the asset values con-
s t i t u t i n g the bases f o r the c r e d i t s and without 
i n f o r m a t i o n regarding the charges; elaborate tabu-
l a t i o n s of s a l e s , cash r e c e i p t s and disbursements, 
accounts r e c e i v a b l e and payable, c o n t r o l l i n g 
accounts, e t c . , the only p r a c t i c a l b e n e f i t from 
which may u s u a l l y be derived i n a great deal l e s s 
time by checking the f o o t i n g s and a few postings on 
the books; schedules of accounts r e c e i v a b l e , un-
p a i d vouchers, e t c . , prepared by the accountant, 
when the c l i e n t ' s t r i a l balances may u s u a l l y be 
u t i l i z e d to equal advantage. 
In t h i s t r e a t i s e the authors have endeavored to 
i l l u s t r a t e and e x p l a i n , e i t h e r d i r e c t l y or by close analogy, 
* J o u r n a l of Accountancy, August, 1919, pages 104-112. 
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a l l the papers u s u a l l y prepared i n connection w i t h an o r d i n -
ary a u d i t , as w e l l as many of those which are required under 
s p e c i a l c o n d i t i o n s . I t i s thought that there i s a s u f f i -
c i e n t v a r i e t y i n the substance and arrangement of the forms 
shown to i n d i c a t e the important features of such papers and 
to serve as a suggestive guide to e i t h e r the p r o f e s s i o n a l or 
the p r i v a t e accountant f o r the i n t e l l i g e n t p r e p a r a t i o n of 
working papers i n respect of any matter which might be under 
c o n s i d e r a t i o n . 
CHAPTER I I 
TECHNIQUE 
Those matters which are of general i n t e r e s t and 
importance i n connection w i t h the technique i n v o l v e d i n the 
pr e p a r a t i o n of working papers w i l l he discussed i n the f o l -
lowing d i v i s i o n s : 
Paper Content 
Heading General 
PAPER--It i s probably unnecessary to say a great 
deal regarding the k i n d of paper used by accountants. I t i s 
important only that a good q u a l i t y be used i n order that i t 
w i l l stand rough usage and much handling. The paper should 
be heavy enough to withstand erasures and should be of a 
q u a l i t y to permit of the use of ink. 
There are various ideas as to the s i z e of paper. 
The use of paper of uniform s i z e i s d e s i r a b l e i n order to 
permit of o r d e r l y arrangement and f i l i n g . In general, i t 
w i l l be found that paper cut to l i e out f l a t or to f o l d to a 
s i z e of 8 1/2 by 14 inches i s convenient f o r use i n a l l o r d i n -
ary work. Should i t be necessary to have l a r g e r sheets f o r 
s p e c i a l analyses or summaries, the p a s t i n g together of two 
or more sheets of standard s i z e w i l l u s u a l l y serve the pur-
pose. O c c a s i o n a l l y an e x t r a o r d i n a r y s i z e of paper i s d e s i r -
12 
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able and an accountant's stock of paper may w e l l , t h e r e f o r e , 
include a r e l a t i v e l y small supply of sheets running up to as 
high as twenty columns. 
In the experience of the authors i t has been found that 
paper r u l e d w i t h from two to s i x t e e n money columns serves 
a l l o r d i n a r y needs of an accountant, and a c c o r d i n g l y they 
recommend two s i z e s of paper and f o u r s t y l e s of r u l i n g (on 
one side of paper o n l y ) , as f o l l o w s : 
For t e x t matter and memoranda—8-1/2" x 14", 
h o r i z o n t a l r u l i n g s only. 
For j o u r n a l e n t r i e s , e t c . — 8 - 1 / 2 " x 14", w i t h 
2 money columns (to r i g h t ) . 
For analyses and schedules--17" x 14", two 
s t y l e s , one w i t h 12 and one w i t h 16 money 
columns. 
I t should be noted that by t e a r i n g i n h a l f the 12 
column or 16 column paper 17" x 14" i n s i z e , s i x and eight 
columns, r e s p e c t i v e l y , are a v a i l a b l e f o r use on paper 8-1/2" 
x 14". 
The c o l o r of the paper and the c o l o r s used i n 
r u l i n g are l a r g e l y matters of i n d i v i d u a l preference. In 
choosing paper, however, c o n s i d e r a t i o n should be given to 
the f a c t that c e r t a i n c o l o r s are l e s s hard on the eyes of 
those who are re q u i r e d to use i t under a l l s o r t s of l i g h t i n g 
c o n d i t i o n s . A l i g h t b u f f body w i t h blue or green h o r i z o n t a l 
l i n e s , every f i f t h l i n e being i n red, and r u l e d perpendicu-
l a r l y i n purple and blue or green i s a very s a t i s f a c t o r y 
combination. 
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HEADING - I t i s very important that each sheet of 
the working papers be p r o p e r l y described. The usual heading 
c o n s i s t s of the name of the concern whose records are ex-
amined, a d e s c r i p t i o n of the content or purpose of the 
sheet, the p e r i o d covered by the examination, or date as of 
which i t i s being made, and the name or i n i t i a l s of the 
accountant. I n p r a c t i c e i t i s g e n e r a l l y d e s i r a b l e to "head 
up" the sheet before attempting to l a y out i t s content, and 
i t f r e q u e n t l y happens that the accountant i n charge of the 
work w i l l f i l l i n the headings of s e v e r a l analyses or sched-
u l e s which are then turned over to and completed by h i s 
a s s i s t a n t s . 
During the progress of an engagement i t i s gener-
a l l y p o s s i b l e to index most working papers, as h e r e i n a f t e r 
discussed, and at such time the numbers or l e t t e r s should be 
prominently placed i n the headings of the papers. 
In case l a r g e sheets (say 17" x 14" or l a r g e r ) are 
used, they should be f o l d e d to conform to the s i z e of s i n g l e 
sheets (say 8-1/2" x 14") and i n every instance such f o l d e d 
sheets should be endorsed w i t h the f u l l heading. Folded 
sheets should l i e w i t h the f o l d to the l e f t , so as to open 
l i k e a book, and the d e s c r i p t i v e matter on the outside 
should be on the top. 
A l l memoranda to be r e t a i n e d i n the working 
papers, whether on the accountant's own s t a t i o n e r y or not, 
should be s u f f i c i e n t l y described and i d e n t i f i e d so that 
15 
t h e i r s i g n i f i c a n c e and t h e i r r e l a t i o n to the other papers 
are apparent. In case notes are made on sheets of an odd 
s i z e , i t i s w e l l to p i n or paste them to paper of reg u l a r 
s i z e , making a proper heading to cover the attached notes. 
I t i s important that each paper hear the i n i t i a l s 
or the f u l l name of the person r e s p o n s i b l e t h e r e f o r . The 
f u l l name should he shown i f there i s no general work sheet 
i n the papers showing the names of those engaged on the 
work. 
CONTENT - In pla n n i n g an aud i t c a r e f u l considera-
t i o n should he given to the methods to he employed i n the 
various v e r i f i c a t i o n s and i n v e s t i g a t i o n s w i t h respect to the 
working papers to he prepared. Nothing should he w r i t t e n 
and preserved that may not reasonably be expected to have 
some future value. I t f o l l o w s that very seldom i s i t neces-
sary to merely copy what appears on the books. I t happens 
too f r e q u e n t l y that accountants, p a r t i c u l a r l y those of l i m -
i t e d experience, spend considerable time i n l i s t i n g d e t a i l s 
contained i n the accounts or records, or i n assembling data 
which are n o n - e s s e n t i a l , w i t h the r e s u l t that of the great 
mass of accountants' working papers produced a l a r g e propor-
t i o n i s u t t e r l y v a l u e l e s s . 
Time should be taken at the outset to study the 
p e c u l i a r requirements as to each paper to be prepared. Many 
times a schedule has been commenced and p a r t l y completed 
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without s u f f i c i e n t thought having been given to i t s mechan-
i c a l f e a t u r e s , w i t h the r e s u l t that l a t e r i t has become 
necessary to r e v i s e i t s form and to t r a n s c r i b e what has been 
w r i t t e n , w i t h consequent waste of time and paper. 
Analyses may often be combined to good advantage. 
For example, the d e t a i l s of i n t e r e s t earned, p a i d , or ac-
crued may sometimes be conveniently shown on the schedules 
of notes and s e c u r i t i e s ; and not i n f r e q u e n t l y i t i s b e t t e r 
to combine summaries of reserves f o r d e p r e c i a t i o n w i t h sum-
maries of r e l a t e d property accounts. 
The n e c e s s i t y f o r forethought i n the p r e p a r a t i o n 
of papers a p p l i e s , of course, to the content as w e l l as the 
form. The purpose should always be the governing considera-
t i o n . I f , f o r example, i t i s not contemplated that the 
a u d i t report c o n t a i n a statement showing the d e t a i l s of i n -
creases and decreases i n property accounts, the working 
schedule prepared by the accountant charged w i t h the respon-
s i b i l i t y of a u d i t i n g those accounts might show merely a sum-
mary of the changes i n the accounts w i t h a n o t a t i o n covering 
the scope of h i s examination and h i s conc l u s i o n w i t h respect 
to the p r o p r i e t y of the charges and c r e d i t s . In case there 
were items of an unusual nature or of s p e c i a l importance 
because of t h e i r s i z e , such items might be separately de-
s c r i b e d and a l l other items shown i n t o t a l . In case excep-
t i o n were to be taken to the p o l i c y i n d i c a t e d i n respect of 
c a p i t a l i z a t i o n of s m a l l items, or other matters, i t would be 
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proper, of course, to l i s t enough i l l u s t r a t i o n s to support 
the exception, t r e a t i n g a l l other items i n t o t a l . Often, a 
note on the t r i a l balance or elsewhere e x p l a i n i n g the nature 
of an item and the extent and manner of i t s v e r i f i c a t i o n i s 
as e f f e c t u a l as a complete a n a l y s i s . 
I t should not be gathered from the foregoing, 
however, that c l a r i t y and s u f f i c i e n c y of i n f o r m a t i o n should 
be s a c r i f i c e d i n order to save time and paper. Profuseness 
may be condoned; meagerness, never. 
Working papers c o n s i s t l a r g e l y of schedules and 
analyses. These are g e n e r a l l y made e i t h e r f o r the purpose 
of determining the accuracy of e n t r i e s or balances i n the 
accounts or to b r i n g out t h e i r s a l i e n t f e a t u r e s , and they 
may be d i v i d e d i n t o two general c l a s s e s , v i z . , those which 
show merely the composition of a balance and those which 
show i n more or l e s s d e t a i l and i n some form the e n t r i e s i n 
an account during a p e r i o d . 
In d e c i d i n g upon the arrangement of the content of 
an a n a l y s i s of schedule the accountant should use h i s im-
a g i n a t i o n and i n g e n u i t y . Without o m i t t i n g any necessary 
i n f o r m a t i o n , i t i s , of course, always d e s i r a b l e that space 
be economized. I f , f o r example, i t i s d e s i r e d to analyze an 
account or to tabulate data i n such a manner as to show 
items by months, and the number of c l a s s e s of items i s 
s m a l l , paper should be chosen which permits of the use of a 
column f o r each c l a s s of item, groupings by months being 
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made down the l e n g t h of the sheet. I f , however, the number 
of items is l a r g e , i t i s g e n e r a l l y d e s i r a b l e to choose paper 
w i t h a s u f f i c i e n t number of columns to permit of the use of 
one f o r each month. 
I t i s important that c o n s i d e r a t i o n be given always 
to the p r o b a b i l i t y that expansion of a schedule w i l l be 
found to be necessary during the course of i t s p r e p a r a t i o n 
as a r e s u l t of the appearance of new c l a s s e s of items, and 
i t should be predetermined whether such expansion w i l l be 
h o r i z o n t a l or v e r t i c a l . In the absence of p e c u l i a r condi-
t i o n s which might make i t d e s i r a b l e to do otherwise, i t i s 
always b e t t e r to p l a n the lay-out of an a n a l y s i s so that 
expansion w i l l be v e r t i c a l , as i t i s always simpler to c a r r y 
forward from one sheet to another than i t i s to extend the 
width of a sheet by p a s t i n g or otherwise. In case i t i s 
necessary to r e s o r t to p a s t i n g , care should be taken that 
l i n e s are p r o p e r l y matched and that edges are f l a t t e n e d and 
securely stuck together. 
I t i s f r e q u e n t l y p o s s i b l e to save considerable 
w r i t i n g and paper by u s i n g d i s t i n c t i v e " t i c k s " or c o l o r e d 
p e n c i l s to i n d i c a t e the r e l a t i o n of items or accounts, or 
the extent or method of v e r i f i c a t i o n , but the key to such 
designations should always be shown. 
O c c a s i o n a l l y i t w i l l be found d e s i r a b l e to e x t r a c t 
analyses or memoranda from previous working papers i n order 
to avoid r e w r i t i n g lengthy explanations. This should not be 
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done, however, unless a considerable saving i n time would 
r e s u l t therefrom, and i f i t i s done a n o t a t i o n thereof 
should be made i n the previous papers. 
GENERAL - I t i s e s s e n t i a l that working papers be 
l e g i b l y w r i t t e n . This a p p l i e s p a r t i c u l a r l y to the w r i t i n g 
of names, which should be p r i n t e d or c a r e f u l l y s p e l l e d out. 
None but standard a b b r e v i a t i o n s should be used. 
The authors f a v o r the use of p e n c i l r a t h e r than 
in k i n the p r e p a r a t i o n of working papers, because of the 
r e l a t i v e ease w i t h which changes may be made. This matter, 
however, i s one which may w e l l be l e f t to the i n d i v i d u a l 
preference of the p r a c t i t i o n e r . 
I t should be an i n v a r i a b l e r u l e that only one side 
of paper be used. Otherwise matters of importance may 
e a s i l y be overlooked. 
The f i n a l arrangement of papers should be such 
that they may be q u i c k l y and e a s i l y made a v a i l a b l e f o r r e f -
erence. I t should be remembered that they are subject to 
use not only during the progress of the engagement and i n 
the p r e p a r a t i o n and review of the r e p o r t , but a l s o d u r i n g 
subsequent engagements, and that they may be req u i r e d i n 
connection w i t h i n q u i r i e s made by c l i e n t s or f o r use i n 
court. I t may not be amiss to remark here t h a t , so f a r as 
the authors are aware, no case has been c a r r i e d to a con-
c l u s i o n i n the courts to determine whether a u d i t working 
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papers are the property of the a u d i t o r or the company whose 
records are examined. As a matter of common and long con-
t i n u e d p r a c t i c e , however, working papers are r e t a i n e d by the 
a u d i t o r unless a d e f i n i t e arrangement to the contrary has 
been made between him and the c l i e n t . 
Whether papers are f i n a l l y f i l e d i n document 
envelopes or i n p l a i n f o l d e r s , w i t h the contents p l a i n l y 
marked on the outside, or whether or not they are a l l f a s t -
ened together at a corner or end, appears to be of minor 
importance so long as a means be provided f o r keeping the 
set of papers i n t a c t and each paper r e a d i l y a c c e s s i b l e . The 
preference of the authors i n t h i s matter i s that a l l papers 
r e l a t i n g to an engagement be f i l e d loose i n one or more 
f l e x i b l e f o l d e r s , a l l papers r e l a t i n g to one account or sub-
j e c t being s e c u r e l y fastened together, or, i f very volumin-
ous, placed i n a separate i n s i d e f o l d e r . 
In the matter of indexi n g , c o n s i d e r a t i o n w i l l be 
given only to the features i n v o l v e d i n the proper designa-
t i o n and arrangement of the papers f o r any one engagement, 
without regard to t h e i r f i n a l d i s p o s i t i o n i n the account-
ant's o f f i c e . This d e s i g n a t i o n and arrangement n a t u r a l l y 
should be such that one not f a m i l i a r w i t h the papers could 
r e a d i l y trace out any d e s i r e d i n f o r m a t i o n . 
In most instances the t r i a l balance i s the "back-
bone" of the working papers and i s , t h e r e f o r e , the l o g i c a l 
place to c e n t r a l i z e references. A c c o r d i n g l y , i t i s u s u a l to 
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index analyses and schedules i n support of items on the 
t r i a l balance by p l a c i n g opposite such items a number or 
l e t t e r , and correspondingly numbering or l e t t e r i n g the sup-
p o r t i n g a n a l y s i s or schedule. More e l a s t i c i t y i n the index 
scheme g e n e r a l l y r e s u l t s from the use of numbers than of 
l e t t e r s , although f r e q u e n t l y i t i s convenient to index sub-
analyses by the use of both a number and a l e t t e r . The 
index symbols should be w r i t t e n conspicuously (using c o l o r e d 
p e n c i l ) on the supporting sheet, p r e f e r a b l y i n the upper 
right-hand corner. 
Any papers which do not r e l a t e d i r e c t l y to a t r i a l 
balance item should u s u a l l y be pla c e d i n a s p e c i a l f o l d e r , 
and i f there are many should be indexed on the cover. Among 
such papers would be the work sheet or aud i t program, memo-
randa regarding s a l i e n t features of the accounting system, 
et c . , excerpts from the by-laws and minutes, copies of 
agreements, data regarding contingent assets and l i a b i l i t i e s 
not on the books, copies of the c l i e n t ' s statements, and 
memoranda prepared during the progress of the engagement 
r e l a t i n g to p o i n t s to be covered i n the report. 
I t should be remembered, of course, that i t i s 
often p o s s i b l e to cover a l l necessary d e t a i l s of an item by 
a n o t a t i o n made opposite the item on the t r i a l balance, thus 
o b v i a t i n g the n e c e s s i t y f o r a supporting paper. 
I t i s f r e q u e n t l y necessary to make cross-references 
to r e l a t e d subjects i n two or more schedules or analyses. For 
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i n s t a n c e , i t i s customary to receive s i n g l e c e r t i f i c a t i o n s 
from banks which may r e l a t e to bank balances, notes or other 
o b l i g a t i o n s payable, and s e c u r i t y h e l d f o r such o b l i g a t i o n s . 
I n such a case, the symbol given to the reconcilement of the 
bank balance ( i f the c e r t i f i c a t i o n i s attached to that 
schedule) should be r e f e r r e d to i n the schedules supporting 
the other items. 
I t i s not necessary that index numbers appear i n 
sequence on the t r i a l balance, although the l o g i c a l conduct 
of an a u d i t or examination would g e n e r a l l y l e a d to that 
r e s u l t . 
CHAPTER I I I 
PAPERS RELATING TO EXECUTION OP WORK 
In c o n s i d e r i n g the matters discussed i n t h i s chap-
t e r , i t should he r e a l i z e d that the procedures i n d i c a t e d , 
i n c l u d i n g a proper planning of work, are f o r the most p a r t 
as necessary f o r the comprehensive and expeditious execution 
of an audit or examination by an i n t e r n a l a u d i t i n g depart-
ment of a business as they are i n the p r a c t i c e of p r o f e s -
s i o n a l accountancy. 
In p r o f e s s i o n a l p r a c t i c e , i t i s u s u a l at the time 
of t a k i n g an engagement to prepare a memorandum covering 
those matters which are p e r t i n e n t to the handling of the 
work. The p o i n t s i n t h i s memorandum which are of p a r t i c u l a r 
i n t e r e s t to the accountant i n d i r e c t charge of the work are 
u s u a l l y as f o l l o w s : 
1 - Name, address, and business of concern whose 
records are to be examined. 
2 - Where work i s to be done. 
3 - D e s c r i p t i o n of work to be done, p e r i o d to be 
covered, e t c . , purposes of work, uses to be 
made of report, and any other i n f o r m a t i o n that 
w i l l c o n t r i b u t e to the s a t i s f a c t o r y perform-
ance of the work. 
4 - When work i s to be s t a r t e d and i t s probable 
length. 
5 - Number of each c l a s s of accountants required. 
6 - Name, address, and business of c l i e n t , i f 
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c l i e n t i s other than concern whose records 
are to be examined. 
7 - To whom report i s to be addressed, number of 
copies r e q u i r e d , and to whom they are to be 
rendered. 
Such a memorandum would u s u a l l y a l s o contain 
d e t a i l s as to fees to be charged, e t c . 
I f care i s given to the p r e p a r a t i o n of the engage-
ment memorandum, the accountant s t a r t s h i s work w i t h a c l e a r 
understanding of j u s t what he i s to do and of the purposes 
f o r which the work i s being done, and the chances of mis-
d i r e c t e d endeavor are a c c o r d i n g l y minimized. 
Except i n the case of a sma l l o r g a n i z a t i o n , w i t h 
few records, i t i s g e n e r a l l y a d v i s a b l e f o r the accountant, 
during the e a r l y stages of an examination, to prepare a l i s t 
showing the names and t i t l e s of the executives of the con-
cern, e s p e c i a l l y those w i t h whom he w i l l come i n contact; 
the p r i n c i p a l books and records used, w i t h the names of the 
c l e r k s r esponsible f o r t h e i r keeping; and the names of 
persons auth o r i z e d to s i g n checks, approve vouchers, e t c . 
PLATE 1 (page 31) shows a t y p i c a l memorandum of t h i s k i n d . 
In a d d i t i o n to such n o t a t i o n s as may be made on 
the d e t a i l papers regarding the method or extent of v e r i f i -
c a t i o n , i t i s g e n e r a l l y d e s i r a b l e to have i n the working 
papers a work-sheet or audi t program. This work-sheet may 
be prepared i n advance of commencing an engagement or during 
the progress of the work, but when completed i t should con-
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t a i n a concise statement of work performed, showing the 
names of the accountants who d i d each p a r t of the work and, 
sometimes, the dates upon which the work was done. I t i s 
often advantageous, a l s o , to make a note on the work-sheet 
of the time devoted to c e r t a i n phases of the work. One 
work-sheet may ofte n he made to cover s e v e r a l p e r i o d i c a l 
a u d i ts i f good judgment i s e x e r c i s e d i n g i v i n g e f f e c t to 
changing c o n d i t i o n s . The authors do not f a v o r the use of 
one work-sheet f o r two periods as f a r apart as a year. 
I f a stock form of a u d i t program i s used, care 
should be taken to adapt the program to the requirements of 
the p a r t i c u l a r engagement. In the o p i n i o n of the authors 
the use of standard au d i t programs i s u n d e s i r a b l e , because 
i t tends to discourage i n i t i a t i v e on the p a r t of the 
accountant assuming r e s p o n s i b i l i t y f o r the work. 
The primary purpose of a work-sheet i s , of course, 
to f u r n i s h a permanent record of the work performed, i n 
a d d i t i o n to that evidenced by the other papers. This record 
i s u s e f u l to a successor accountant i n f a m i l i a r i z i n g h i m s e l f 
w i t h the work p r e v i o u s l y done as the b a s i s f o r o u t l i n i n g h i s 
own program. Three i l l u s t r a t i v e forms of work-sheet are 
shown by PLATES 2 and 3 (pages 32 and 33). 
In h a n d l i n g l a r g e engagements where work i s to be 
done at s e v e r a l l o c a t i o n s , i t i s u s u a l l y d e s i r a b l e f o r the 
p r i n c i p a l or accountant i n charge of the work at the main 
o f f i c e to issue i n s t r u c t i o n s to accountants engaged at other 
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l o c a t i o n s regarding s p e c i a l f e a tures of the work. Working 
papers prepared under these c o n d i t i o n s should show that a l l 
i n s t r u c t i o n s have been complied w i t h . F o l l o w i n g i s a 
t y p i c a l set of such i n s t r u c t i o n s : 
MEMORANDUM REGARDING AUDIT  
FOR YEAR ENDED DECEMBER 31, 1922 
I t i s necessary to prepare a c o n s o l i d a t e d b a l -
ance sheet as of December 31, 1922, and statement 
of c o n s o l i d a t e d income and p r o f i t & l o s s f o r the 
year ended that date. 
In cases where the company owns the stock of 
a sales company through which i t s product i s s o l d , 
the general accounts of the s a l e s company should 
a l s o be audited and c o n s o l i d a t e d balance sheets and 
income statements be prepared i n columnar form. 
I f p o s s i b l e , have a l l a d j u s t i n g e n t r i e s made 
on the books and i n c l u d e d by the company or branch 
i n i t s f i n a l report to the general o f f i c e . I f t h i s 
cannot be done, prepare a schedule of j o u r n a l en-
t r i e s which should be made, but do not take these 
e n t r i e s i n t o c o n s i d e r a t i o n i n p r e p a r i n g statements. 
The accountant i n charge of c o n s o l i d a t i o n at the 
general o f f i c e w i l l decide whether to consider 
these adjustments or not. The t r i a l balances must 
show the f i n a l balances per books, and these f i g -
ures must be used i n the statements. 
Submit l i s t s of intercompany accounts r e c e i v -
able and accounts payable. 
Subdivide the inventory to show intercompany 
puchases and outside purchases. This i n f o r m a t i o n 
i s to be prepared by employes of the company or 
branch. 
Show customers' c r e d i t balances as l i a b i l i t i e s 
and c r e d i t o r s ' d e b i t balances as a s s e t s . 
Submit comments on matters which should be re-
ported upon, i n c l u d i n g c r i t i c i s m s and suggestions 
on accounting methods. Be sure to s t a t e whether 
p h y s i c a l i n v e n t o r i e s were taken, at what date, and 
the amount of the adjustment necessary t o b r i n g 
the books i n t o agreement w i t h the p h y s i c a l inven-
t o r y . 
S p e c i f i c i n f o r m a t i o n f o r tax purposes should 
be obtained as c a l l e d f o r i n our standard ques-
t i o n n a i r e . 
In f u r t h e r connection w i t h a u d i t s of s u b s i d i a r y or 
a f f i l i a t e d companies or branches by accountants other than 
those engaged upon the a u d i t of the main or parent company's 
books, i t i s g e n e r a l l y d e s i r a b l e that rough d r a f t comments 
be prepared to accompany the working papers sent to the ac-
countant i n charge at the main o f f i c e . These comments 
should cover i n a general way the work done, and should c a l l 
a t t e n t i o n to a l l matters of p a r t i c u l a r i n t e r e s t . These com-
ments may a l s o be incorporated, i n whole or i n p a r t , i n the 
f i n a l a u d i t report. F o l l o w i n g i s p a r t of a t y p i c a l set of 
such comments, which i n p r a c t i c e , however, would g e n e r a l l y 
be w r i t t e n i n long-hand: 
COLUMBUS BRANCH 
A. B. C. CORPORATION 
COMMENTS ON THE AUDIT  
FOR THE YEAR ENDED DECEMBER 31, 1922 
CONSTRUCTION AUTHORIZATION 
This account represents expenditures f o r the 
e r e c t i o n and equipment of new b u i l d i n g s as author-
i z e d by the home o f f i c e . Charges to the account 
c o n s i s t of the cost of new c o n s t r u c t i o n as b i l l e d 
by contractors and the cost of equipment p l u s l a b o r 
and m a t e r i a l s used i n i n s t a l l a t i o n . Freight and 
express on equipment have not been charged to t h i s 
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account, but have been absorbed i n operating expen-
ses. This i s i n accordance w i t h the u s u a l p r a c t i c e 
of the company. 
MATERIALS IN TRANSIT - OUTSIDE COMPANIES 
A contra to t h i s account i s c a r r i e d under the 
caption "Accounts Payable - Sundry C r e d i t o r s - Un-
audited Vouchers." The amount of these items i s 
determined by deducting the t o t a l of the i n v o i c e s 
p assing through the accounting department from the 
t o t a l of the i n v o i c e s reported as r e c e i v e d by the 
purchasing department. An entry i s made each month 
and reversed i n the succeeding month. 
The company's books at the c l o s e of business 
December 31, 1922, showed an excess i n the "Mate-
r i a l s i n T r a n s i t - Outside Companies" account over 
the amount shown i n "Accounts Payable - Sundry Cre-
d i t o r s - Unaudited Vouchers" of $709,213.26. We 
have made the necessary adjustments to b r i n g the 
accounts i n t o agreement. See comments on "Mate-
r i a l s and S u p p l i e s . " 
MATERIALS AND SUPPLIES 
P h y s i c a l i n v e n t o r i e s of m a t e r i a l s and s u p p l i e s 
were taken by employes of the company as of December 
15, 1922. P r i c e s , extensions, and f o o t i n g s were 
t e s t e d and a l l e r r o r s were adjusted before c l o s i n g 
the books. Inventory p r i c e s are based on cost or 
market value, whichever was lower, except i n cases 
where l a r g e q u a n t i t i e s of stocks are c a r r i e d the 
age of which could not be determined, when average 
costs f o r the year have been used. A l l stock r e -
ceived from December 16 to 31, 1922, i s shown on 
the company's t r i a l balance as " M a t e r i a l s i n Tran-
s i t , " r e s u l t i n g i n the d i f f e r e n c e mentioned i n the 
previous paragraph. We have added the value of t h i s 
m a t e r i a l to the amount of the p h y s i c a l i n v e n t o r y i n 
order to r e f l e c t i n our balance sheet the value of 
m a t e r i a l s and sup p l i e s on hand December 31, 1922, 
and have reduced the value of " i n t r a n s i t " items 
a c c o r d i n g l y . 
The p h y s i c a l i n v e n t o r y was l e s s than the book 
inventory by $88,446.85, which amount was absorbed 
i n the cost of s a l e s . 
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MATERIALS AND SUPPLIES - ALLIED COMPANIES 
This account represents the value of inven-
t o r y items purchased from a l l i e d companies, as as-
c e r t a i n e d by employes of the company. The d e t a i l s 
of these items were obtained subsequent to our 
v e r i f i c a t i o n of the i n v e n t o r y of m a t e r i a l s and 
s u p p l i e s , and the supporting data were not ex-
amined by us, inasmuch as they are comprehended i n 
the general inventory which was v e r i f i e d . 
The "In T r a n s i t " account, $766,676.41, repre-
sents the value of i n v o i c e d m a t e r i a l s and sup-
p l i e s purchased from a l l i e d companies, not r e -
ceived at date of c l o s i n g . 
CASH 
The cash i n the general o f f i c e was counted 
January 27, 1923, and that on deposit at December 
31, 1922, was v e r i f i e d by c e r t i f i c a t i o n s obtained 
from the d e p o s i t o r i e s . The cash advanced on ex-
pense accounts was w i d e l y d i s t r i b u t e d and was not 
counted. The supporting records were examined and 
found to be i n agreement w i t h the c o n t r o l l i n g 
account i n the general ledger. 
ACCRUED PAY-ROLL 
This account covers a l l p a y - r o l l s f o r the 
p e r i o d from December 15 to 31, 1922, unpaid at 
December 31, 1922. See A n a l y s i s #26. 
ACCOUNTS PAYABLE - ALLIED COMPANIES 
The accounts payable to a l l i e d companies were 
i n agreement w i t h statements received. 
DONATIONS 
See A n a l y s i s #37. 
I t i s very d e s i r a b l e that during the progress of 
an audit or examination there be kept on a separate sheet a 
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running memorandum of a l l matters which come to the account-
ant's a t t e n t i o n which are to be, or may be, commented upon 
i n the r e p o r t , or i n respect of which, f o r one reason or 
another, a d d i t i o n a l i n f o r m a t i o n i s to be obtained or l a t e r 
a c t i o n taken. By f o l l o w i n g t h i s p r a c t i c e the work i n c i d e n t 
to the p r e p a r a t i o n of the report i s g r e a t l y s i m p l i f i e d and 
the p o s s i b l e f a i l u r e to cover important matters i n the re-
p o r t , or to complete c e r t a i n p a r t s of the work, i s guarded 
against. 
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P L A T E 3 
CHAPTER IV 
TRIAL BALANCES 
A t r i a l balance, as i t s name i m p l i e s , i s intended 
to prove the mathematical accuracy of the postings of 
e n t r i e s i n a ledger during a p e r i o d . In a d d i t i o n to accom-
p l i s h i n g t h i s important r e s u l t , i t c o n s t i t u t e s a summary 
statement of the accounts and i s g e n e r a l l y used as a b a s i s 
f o r the p r e p a r a t i o n of f i n a n c i a l statements. By i t s very 
nature i t i s the b a s i c working paper or "backbone," as here-
t o f o r e s t a t e d , of a set of working papers, and i t a f f o r d s a 
convenient means of c o n t r o l over the schedules and analyses 
prepared during the course of an examination of the ac-
counts, as v i r t u a l l y a l l other papers r e l a t e to the items 
shown on the t r i a l balance. 
T r i a l balances drawn o f f by p r i v a t e accountants 
are g e n e r a l l y spread, f o r permanent record, i n a t r i a l b a l -
ance book, which u s u a l l y provides merely f o r the l i s t i n g of 
balances at the close of each month, f o r twelve months, 
opposite the name of each account. 
In making an aud i t i t i s u s u a l l y d e s i r a b l e f o r the 
a u d i t o r h i m s e l f to draw o f f a t r i a l balance of the general 
ledger accounts, i r r e s p e c t i v e of t h e i r number. On rare 
occasions a copy of a t r i a l balance i n a form s u i t a b l e f o r 
use may be f u r n i s h e d the a u d i t o r , and i n these cases i t i s 
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p o s s i b l e f o r him to l i m i t h i s work to the checking of the 
t r i a l balance. The t r i a l balance used, even i f f u r n i s h e d to 
the a u d i t o r , should always be i n c l u d e d i n h i s working 
papers; i n other words, the a u d i t o r should never depend upon 
a c l i e n t ' s t r i a l balance which would have to remain i n the 
possession of the c l i e n t . 
T r i a l balances, i n general, are of two c l a s s e s , 
v i z . , those showing balances of ledger accounts a f t e r c l o s -
i n g and before c l o s i n g . Those of the former c l a s s contain 
only asset and l i a b i l i t y account balances, while those of 
the l a t t e r c l a s s contain, i n a d d i t i o n , a l l those balances 
which i n the course of c l o s i n g the books are t r a n s f e r r e d to 
and merged i n the s u r p l u s , p r o f i t and l o s s , or undivided 
p r o f i t s account. Most concerns keep t h e i r accounts upon a 
monthly b a s i s but close t h e i r books only once a year, and as 
a r e s u l t , there are twelve t r i a l balances drawn o f f during 
the year which show the balances of a l l accounts, nominal as 
w e l l as r e a l , and one t r i a l balance ( f o l l o w i n g a complete 
p r e l i m i n a r y one) a f t e r c l o s i n g the books at the end of the 
year. In a l l examinations excepting those of very l i m i t e d 
scope, the p r o f e s s i o n a l accountant should prepare a t r i a l 
balance based upon the status of the ledger accounts before 
c l o s i n g . In order to do t h i s , i f the books have been closed 
f o r the p e r i o d , i t i s necessary merely to ignore the c l o s i n g 
e n t r i e s . 
As there are many v a r i a t i o n s i n the forms i n which 
t r i a l balances may be prepared i t i s extremely important 
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that c a r e f u l c o n s i d e r a t i o n be given to the matter before 
commencing the p r e p a r a t i o n of one. A p r o p e r l y planned t r i a l 
balance w i l l u s u a l l y save considerable time and e f f o r t 
throughout the progress of the work. 
I t f r e q u e n t l y occurs that c e r t a i n accounts are 
c a r r i e d i n a p r i v a t e ledger and the others i n a general 
ledger. Under these c o n d i t i o n s i t i s g e n e r a l l y d e s i r a b l e 
to i n c l u d e the accounts of both ledgers i n one t r i a l b a l -
ance, e l i m i n a t i n g the i n t e r - l e d g e r c o n t r o l l i n g accounts. An 
exception to t h i s p l a n might be necessary i f i t were re-
quired that the d e t a i l s of the p r i v a t e l edger balances be 
divulged to only one person and s e v e r a l accountants needed 
to have access to the general ledger t r i a l balance. In such 
a case the t r i a l balance of the p r i v a t e ledger might be 
t r e a t e d as a schedule supporting the c o n t r o l l i n g account 
balance i n the general ledger. T r i a l balances of s u b s i d i a r y 
ledgers, such as those c o n t a i n i n g accounts and notes r e c e i v -
able, operating accounts, e t c . , u s u a l l y c o n s t i t u t e support-
i n g schedules. 
In most cases a t r i a l balance of a general or 
p r i v a t e ledger w i l l c ontain at l e a s t the f o l l o w i n g : 
Reference to ledger f o l i o 
Name of account 
Balance at beginning of p e r i o d 
Balance at end of p e r i o d 
Space Tor remarks 
Reference to supporting schedules 
and analyses. 
The order i n which the above i n f o r m a t i o n i s shown may be 
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v a r i e d to s u i t the i n d i v i d u a l preference of the accountant 
or the exigencies of the s i t u a t i o n . Unless i t i s p r a c t i c -
a l l y c e r t a i n that the ledger balances w i l l not re q u i r e ad-
justment i t i s d e s i r a b l e to provide columns f o r p o s s i b l e 
c o r r e c t i o n s and f o r extension of adjusted balances. 
With very few exceptions i t appears to be b e t t e r 
p r a c t i c e to have separate sheets f o r debit balances and 
c r e d i t balances, although i f there are very few accounts the 
l a t t e r may be grouped d i r e c t l y under the former on one 
sheet. I t i s undoubtedly advantageous to have a l l accounts 
embraced i n one t r i a l balance r a t h e r than," f o r i n s t a n c e , to 
have the p r o f i t and l o s s accounts in c l u d e d i n an a n a l y s i s of 
surplus. I f a t r i a l balance i s drawn o f f before c l o s i n g , 
the nominal accounts would, of course, be incl u d e d . 
Excepting where there are very few accounts i n -
volved or where i t i s i m p r a c t i c a b l e r e a d i l y to c l a s s i f y 
account balances at the outset, i t appears that the making 
of an a u d i t and the p r e p a r a t i o n of a report thereon i s gen-
e r a l l y expedited by making separate s e c t i o n s of the t r i a l 
balance f o r the four general cla s s e s of accounts i n v o l v e d , 
v i z . , a s s e t s , l i a b i l i t i e s , p r o f i t and l o s s c r e d i t s , and 
p r o f i t and l o s s d e b i t s . 
I f i t i s found to be p r a c t i c a b l e , the use of a 
separate assembling sheet may be obviated by grouping the 
accounts on the t r i a l balance f o r statement purposes, even 
though they may not appear i n the same order i n the ledger. 
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I t i s o f t e n w e l l to leave a blank l i n e a f t e r each 
item on a t r i a l balance, to permit of i n t e r l i n e a t i o n s . How-
ever, i f i t i s u n l i k e l y that new accounts w i l l have to be 
added or that many adjustments w i l l need to be a p p l i e d , i t 
i s more economical to use every l i n e . The main considera-
t i o n i s that a t r i a l balance should not be so "crowded" that 
i t i s d i f f i c u l t to t r ace the items through to t h e i r f i n a l 
c l a s s i f i c a t i o n i n a f i n a n c i a l statement. 
Unless a reference i s shown to a supporting sched-
ule or a n a l y s i s , every item on a t r i a l balance, w i t h the 
p o s s i b l e exception of c e r t a i n i n c o n s e q u e n t i a l p r o f i t and 
l o s s items, should bear evidence, i n the space provided f o r 
remarks, that i t has received a t t e n t i o n . Frequently, of 
course, some b r i e f note such as "No change" w i l l s u f f i c e . 
When er r o r s are d i s c l o s e d by an a u d i t , or i f a 
t r i a l balance i s drawn o f f before f i n a l a d j u s t i n g e n t r i e s 
are placed on the books and i t i s not d e s i r e d to draw o f f a 
new t r i a l balance, i t i s necessary to apply the c o r r e c t i o n s 
or adjustments to the balances o r i g i n a l l y l i s t e d . In such 
cases i t i s u s u a l to prepare j o u r n a l e n t r i e s i n the same 
form and w i t h the same amount of explanation and d e t a i l as 
i f they were being made on the books. These e n t r i e s are 
then posted to the t r i a l balance, u s i n g two columns (debit 
and c r e d i t ) or one column (black f o r d e b i t s or increases and 
red f o r c r e d i t s or decreases) depending upon the number of 
adjustments to be made and the space a v a i l a b l e . Where there 
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are many adjustments a f f e c t i n g one t r i a l balance item, such 
as s u r p l u s , i t w i l l o f t e n he found advantageous to summarize 
the e n t r i e s on the j o u r n a l sheet and post to the t r i a l 
balance as one item. A f t e r a l l e n t r i e s are posted the f i n a l 
balances should be extended, checked w i t h those shown by the 
general ledger (assuming the corresponding e n t r i e s to have 
been made t h e r e i n ) , and added. I t f o l l o w s , a l s o , that ad-
j u s t i n g e n t r i e s should be p r o p e r l y a p p l i e d on supporting 
analyses and schedules i n order that they may agree w i t h the 
t r i a l balance. PLATE 4 (page 42) has been prepared as an 
i l l u s t r a t i o n of the form of a d j u s t i n g j o u r n a l e n t r i e s . 
O c c a s i o n a l l y i t i s d e s i r e d that f i n a n c i a l s t a t e -
ments be prepared f o r each of s e v e r a l past p e r i o d s . In 
these cases i t i s g e n e r a l l y necessary to apply r e t r o a c t i v e l y 
c e r t a i n t r a n s a c t i o n s or adjustments which appear i n the 
accounts of a subsequent p e r i o d . I t i s advantageous, there-
f o r e , i n planning a t r i a l balance under these circumstances 
to provide columns not only f o r the record of balances at 
the close of each p e r i o d as shown by the ledger but al s o f o r 
the a p p l i c a t i o n of adjustments. The width of such a t r i a l 
balance would n e c e s s a r i l y depend upon the number of periods 
covered. Generally there should be three columns f o r each 
p e r i o d , one f o r the balances as shown by the ledger, one 
f o r adjustments (using b l a c k f o r d e b i t s or increases and red 
f o r c r e d i t s or decreases), and one f o r f i n a l adjusted 
balances. 
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The s a l i e n t features of t r i a l "balances are exem-
p l i f i e d i n PLATES 5, 6, and 7 (pages 43, 44, and 45). 
F o l l o w i n g are s p e c i f i c comments regarding these forms: 
PLATE 5 shows f i v e d i f f e r e n t arrangements of head-
ings of t r i a l balances, the reasons f o r the p r i n c i p a l v a r i a -
t i o n s being obvious. The manner of d i s p o s i n g of items by 
making notations on the t r i a l balance i n s t e a d of by prepar-
i n g separate schedules i s a l s o i n d i c a t e d . The l a s t form 
shown would be used when monthly examinations are made, and 
under these c o n d i t i o n s the analyses of items would be 
brought up to date each month throughout the year. The 
advantage of having the l a t e r months to the l e f t on the 
t r i a l balance i s that the f i g u r e s f o r the current month are 
then always next to the t i t l e s of the accounts. 
PLATE 6 shows one method of t r e a t i n g the f o o t i n g s 
of t r i a l balances. I t does not appear to be a matter of 
great importance, however, as to whether the mathematical 
accuracy of a t r i a l balance i s proved i n t h i s p r e c i s e manner 
or i n some other. A proof may be e f f e c t e d by merely adding 
a l l d ebit balances (assets and p r o f i t and l o s s charges) and 
a l l c r e d i t balances ( l i a b i l i t i e s and p r o f i t and l o s s 
c r e d i t s ) and comparing the t o t a l s . The method i l l u s t r a t e d 
has the advantage of showing, i n advance of the p r e p a r a t i o n 
of f i n a n c i a l statements, the p r o f i t or l o s s f o r the current 
p e r i o d . This same r e s u l t may be obtained by deduction, of 
course, by i n c l u d i n g the surplus at the beginning of the 
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p e r i o d w i t h the p r o f i t and l o s s c r e d i t s and then b a l a n c i n g 
the p r o f i t and l o s s c r e d i t s and charges by a t r a n s f e r of the 
surplus at the end of the p e r i o d to the l i a b i l i t y s e c t i o n 
of the t r i a l balance. 
PLATE 7 i s an i l l u s t r a t i o n of a convenient form of 
t r i a l balance f o r use when there are few accounts and when 
i t i s i m p r a c t i c a b l e at the outset to p r o p e r l y c l a s s i f y a l l 
account balances as between a s s e t s , l i a b i l i t i e s , and p r o f i t 
and l o s s d e b i t s and c r e d i t s . This form has the obvious 
merit of p r e s e n t i n g c o n c i s e l y a complete p i c t u r e of the 
accounts as shown by the records, as adjusted, and as c l a s s -
f i i e d i n the f i n a l f i n a n c i a l statements. 
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CHAPTER V  
SCHEDULES AND ANALYSES 
A schedule may be g e n e r a l l y d efined as a l i s t of 
items c o n s t i t u t i n g some major c l a s s or group, such as the 
d e t a i l s of cash and the component balances of c o n t r o l l i n g 
accounts. The f u n c t i o n of an a n a l y s i s i s , as i t s name 
i m p l i e s , a n a l y t i c a l ; i t i s employed to c l a s s i f y or analyze 
the e n t r i e s i n an account that r e s u l t i n i t s balance - the 
composition of which may be shown i n a schedule. For 
instance, a schedule might be prepared of the d e t a i l s of 
property owned at a p a r t i c u l a r date, but i f i t were d e s i r e d 
that the e n t r i e s i n a s i n g l e "property account" be examined 
and c l a s s i f i e d as between land, b u i l d i n g , machinery, and 
equipment, an a n a l y s i s would be r e q u i r e d . S i m i l a r l y , a 
schedule might be prepared showing notes payable outstanding 
at a c e r t a i n date w i t h r e l a t e d amounts of p r e p a i d or accrued 
i n t e r e s t . I f , however, i t were d e s i r e d to segregate i n t e r -
est on notes payable f o r a p e r i o d from other i n t e r e s t i n a 
mixed account, and to show each item of i n t e r e s t i n j u x t a -
p o s i t i o n to i t s r e l a t e d p r i n c i p a l , analyses of the notes 
payable and i n t e r e s t accounts would be r e q u i r e d . 
In p r a c t i c e , what have been designated as sched-
u l e s and analyses are ofte n combined to serve the purpose of 
both, i n which cases i t i s d i f f i c u l t to f i n d a d e s c r i p t i v e 
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name f o r the product. There are also many cases where 
papers are of the same general character as schedules or 
analyses but cannot w i t h s t r i c t p r o p r i e t y be designated as 
e i t h e r , e.g., explanatory comments i n l i e u of a d e t a i l e d 
a n a l y s i s . As a l l these papers are a l i k e i n purpose, and as 
the r e c o g n i t i o n of a ni c e d i s t i n c t i o n between "schedule" and 
" a n a l y s i s " i s not e s s e n t i a l , no e f f o r t w i l l be made to be 
p r e c i s e i n that respect i n t h i s work, the term " a n a l y s i s " 
being employed when the paper i n question i s not d i s t i n c t l y 
a schedule. 
I t i s not always necessary f o r an a n a l y s i s of an 
account to show the debit s and c r e d i t s i n c h r o n o l o g i c a l 
order, although under ord i n a r y c o n d i t i o n s they are so shown. 
I t i s obviously i m p r a c t i c a b l e to attempt to i n -
clude i n t h i s t r e a t i s e a s p e c i f i c i l l u s t r a t i o n of every s o r t 
of schedule and a n a l y s i s r e q u i r e d i n connection w i t h the 
p u b l i c and p r i v a t e p r a c t i c e of accountancy. I t i s b e l i e v e d , 
however, that the forms shown and discussed i n t h i s and the 
f o l l o w i n g chapters are f a i r l y r e p r e s e n t a t i v e of a l l sched-
ul e s and analyses. They are presented and discussed i n the 
order of a l o g i c a l arrangement of the accounts to which they 
r e l a t e , v i z . , a s s e t s , l i a b i l i t i e s , and income and p r o f i t and 
l o s s items. 
No attempt has been made to c o r r e l a t e these i l l u s -
t r a t i o n s . I t i s inconceivable that a l l features worthy of 
note i n connection w i t h the p r e p a r a t i o n of analyses and 
schedules could he i l l u s t r a t e d by the working papers of any 
one engagement. The i l l u s t r a t i o n s chosen f o r d i s c u s s i o n , 
t h e r e f o r e , have been i n d i v i d u a l l y s e l e c t e d as being repre-
s e n t a t i v e or suggestive of the forms of analyses and sched-
u l e s which should be prepared i n connection w i t h almost any 
k i n d of an examination or a u d i t . 
PLATE 8 - COUNT OF PETTY CASH (page 57). This i s 
a schedule showing the d e t a i l s of a count of p e t t y cash. 
The heading contains the name of the company, the d e s c r i p -
t i o n of the schedule, the date and hour of the count (the 
l a t t e r i n d i c a t i n g that i t was at the commencement of b u s i -
ness f o r the day), the name of the custodian of the cash 
fund, and the name of the person making the count. 
I t i s always a d v i s a b l e , i n rec o r d i n g the d e t a i l s 
of a cash count, to l i s t e verything brought to a t t e n t i o n . 
G e n e r a l l y , of course, the co i n and b i l l s are presented f o r 
i n s p e c t i o n f i r s t , and i n order to s i m p l i f y the work the 
number of pieces of each denomination are counted and noted, 
extensions of amounts being made l a t e r . By l i s t i n g specie 
by denominations i t i s f r e q u e n t l y p o s s i b l e , a l s o , to l o c a l -
i z e a mistake i n counting, e.g., a d i f f e r e n c e of $1.00 would 
probably represent an e r r o r i n counting o n e - d o l l a r b i l l s . 
In l i s t i n g checks, the date should be noted to 
show that they are not o l d or post-dated items; the name of 
the payee should be shown, to i n d i c a t e that the check i s 
neg o t i a b l e ; and i f i t i s d e s i r e d subsequently to tra c e cash 
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items i n t o bank d e p o s i t s , the name of the bank should a l s o 
be shown. 
A l l vouchers (or t i c k e t s as they are of t e n c a l l e d ) 
should be c a r e f u l l y described. The date, name of person to 
whom payment was made, purpose ( i n s u f f i c i e n t d e t a i l to 
permit of proper c l a s s i f i c a t i o n i n the accounts), and the 
nature of approval, as w e l l as the amount, should be shown. 
I f there are sub-funds, n o t a t i o n should be made as 
to whether or not they were counted or otherwise v e r i f i e d . 
In the i l l u s t r a t i o n given, the cash was counted on 
J u l y 5, and i n order to compare the t o t a l amount of the cash 
and cash items counted w i t h the ledger balance at the close 
of June 30 (assumed to be the c l o s i n g date of the f i s c a l 
period) i t was necessary to give e f f e c t to a change i n the 
amount of the p e t t y cash fund r e s u l t i n g from a check drawn 
to the order of p e t t y cash on J u l y 2. I t i s not important 
whether the amount of the fund at June 30 and the amount of 
the subsequent check be added together to a r r i v e at a t o t a l 
f o r comparison w i t h the amount of cash and cash items 
counted, showing the d i f f e r e n c e as the l a s t item, or what 
combination of the f i g u r e s be made, so long as the schedule 
c l e a r l y shows the amount counted, the amount c a r r i e d i n the 
ledger account, and the amount of d i f f e r e n c e , i f any. 
O r d i n a r i l y i t i s d e s i r a b l e to p l a n a schedule or a n a l y s i s so 
that i t s content concludes w i t h or leads to the ledger 
balance. 
50 
PLATE 9 - PETTY CASH SUMMARIES (page 58). This 
i l l u s t r a t e s two forms of a summary of p e t t y cash when i t 
c o n s i s t s of s e v e r a l funds c a r r i e d at d i f f e r e n t l o c a t i o n s or 
when separate sheets are re q u i r e d f o r the s t a t i n g of d e t a i l s 
of component items. The summary shown by the f i r s t form 
i n d i c a t e s t h a t f i v e d i s t i n c t funds are represented by a 
s i n g l e account i n the ledger, shows which of these funds 
were counted (making reference to supporting d e t a i l s ) , and 
explains c o n d i t i o n s i n respect of those not counted. The 
summary shown by the second form would u s u a l l y be used only 
i f s e v e r a l pages were re q u i r e d f o r the l i s t i n g of d e t a i l s . 
I t i s not necessary, of course, to use a separate 
sheet of paper to show the summary of p e t t y cash i f there i s 
s u f f i c i e n t space f o r i t to be p l a i n l y shown on the f i r s t o r 
l a s t sheet of the p e t t y cash papers. 
PLATE 10 - COUNT OF POSTAGE STAMPS (page 59). 
This p l a t e shows the manner of l i s t i n g the v a r i o u s denomina-
t i o n s of stamps counted and of r e c o n c i l i n g the amount 
thereof w i t h the amount shown by the records as on hand at 
the end of the f i s c a l p e r i o d . In the i l l u s t r a t i o n given the 
small shortage d i s c l o s e d was regarded as i n c o n s e q u e n t i a l , as 
evidenced by the i n i t i a l e d n o t a t i o n : "Pass." 
PLATE 11 - SUMMARY OF CASH ON DEPOSIT AND RECON-
CILEMENT OF BANK BALANCE (page, 60) . Here i s shown a sum-
mary of cash on deposit i n f o u r checking accounts, w i t h 
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references to the numbers of r e l a t e d c e r t i f i c a t i o n forms and 
the date when they were sent to the banks. Another bank 
account i s shown to be represented by a c e r t i f i c a t e of 
deposit, which was v e r i f i e d by i n s p e c t i o n . I f t h i s c e r t i f i -
cate had matured p r i o r to the time of the audit i t would, 
of course, have been necessary to v e r i f y the balance by 
confirmation from the bank. 
The aggregate amount of cash on deposit i s d e f i n -
i t e l y s t a t e d to be i n agreement w i t h the cash book and 
ledger balance. As three of the checking accounts were 
found to be i n agreement w i t h amounts shown by c e r t i f i c a -
t i o n s , a s p e c i f i c note to that e f f e c t appears on the 
schedule. 
The remaining space on the sheet has been used to 
show the d e t a i l s of the reconcilement of the f o u r t h checking 
account. In order that the f i n a l f i g u r e of the r e c o n c i l e -
ment may be the cash book or ledger balance (which i s i n 
conformity w i t h the general p l a n of having a l l schedules and 
analyses conclude w i t h ledger balances, as heretofore d i s -
cussed), the balance shown by the c e r t i f i c a t i o n i s s t a t e d 
f i r s t . In probably the m a j o r i t y of instances d i f f e r e n c e s 
between balances shown by c e r t i f i c a t i o n s and cash book 
balances represent outstanding checks, and a c c o r d i n g l y i t i s 
usu a l to s t a t e them next, showing t h e i r numbers and amounts. 
In the present i l l u s t r a t i o n two other r e c o n c i l i n g items are 
shown, and i t should be noted that the d e s c r i p t i o n s of these 
items i n d i c a t e not only the p r o p r i e t y of t h e i r treatment i n 
the reconcilement as of December 31, 1922, hut al s o show how 
and when they were subsequently disposed of. 
PLATE 12 - RECONCILEMENT OP BANK BALANCE (page 61). 
This i s a convenient form f o r use when, i n connection w i t h 
the v e r i f i c a t i o n of accounts as of the close of a p e r i o d , 
i t i s necessary to make a reconcilement of a bank balance 
as of a l a t e r date. 
PLATE 13 - SUMMARY OP BANK BALANCE RECONCILEMENTS 
(page 62). This i s a more elaborate form f o r use when 
there are many bank accounts to be r e c o n c i l e d . In p l a n n i n g 
such a form columns should be provided f o r a l l the u s u a l 
cla s s e s of r e c o n c i l i n g items, and i t i s g e n e r a l l y necessary 
to provide space f o r d e s c r i p t i o n s and amounts of m i s c e l -
laneous items. 
As i l l u s t r a t e d i n t h i s form, the headings of 
columns and d e s c r i p t i o n s of items may often be s i m p l i f i e d 
and supplemented by the use of footnotes. 
PLATES 14A and 14B - NOTES AND ACCEPTANCES RECEIV-
ABLE (pages 63 and 64). These are schedules of notes and 
acceptances r e c e i v a b l e prepared i n connection w i t h an a u d i t 
as of December 31, when the notes and acceptances on hand 
were not inspected u n t i l a subsequent date. 
In PLATE 14A i s shown a l l paper on hand at the 
time of i n s p e c t i o n , which was before the examination of the 
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account - with d e t a i l s as to the date, maker, m a t u r i t y , 
i n t e r e s t r a t e , amount, and k i n d of each item; a f t e r which, 
those items which were on hand at December 31, as i n d i c a t e d 
by t h e i r dates and m a t u r i t i e s , are extended i n a separate 
column. 
PLATE 14B contains the d e t a i l s of a l l notes and 
acceptances shown by the records to have been h e l d at De-
cember 31 but subsequently c o l l e c t e d or otherwise disposed 
of. The manner of f i n a l d i s p o s i t i o n of each item on t h i s 
schedule i s shown by the use of a p p r o p r i a t e l y headed c o l -
umns, and check marks i n d i c a t e t h a t proper e n t r i e s appear 
i n the records i n respect thereof. The aggregates of notes 
and acceptances on hand at March 20, 1923, which according 
to t h e i r dates were h e l d at December 31, 1922, added to the 
t o t a l s of those on hand at December 31 but subsequently d i s -
posed of, equal, of course, the general ledger balances at 
December 31. 
PLATE 15 - NOTES RECEIVABLE AND INTEREST AND DIS-
COUNT THEREON (page 65). This i l l u s t r a t e s a combination of 
analyses of notes r e c e i v a b l e and r e l a t e d i n t e r e s t and d i s -
count accounts f o r a year. In t h i s form are l i s t e d a l l 
notes on hand at the beginning of the year and those taken 
during the year. C r e d i t s i n the notes r e c e i v a b l e account 
are a p p l i e d against the s p e c i f i c notes to which they r e l a t e 
and explanatory d e t a i l s of these c r e d i t s are shown by appro-
p r i a t e column headings or by i n d i v i d u a l n o t a t i o n s . The 
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notes s t i l l on hand at the close of the year are l i s t e d i n a 
s i n g l e column, the t o t a l of which should, of course, agree 
w i t h the general ledger balance. 
The most i n t e r e s t i n g f eature of t h i s form i s the 
statement of i n t e r e s t earned, accrued, e t c . , d i r e c t l y 
opposite each item of p r i n c i p a l . In the p r e p a r a t i o n of an 
a n a l y s i s i n t h i s form the amounts of i n t e r e s t or discount 
should be computed by the accountant, u s i n g as a b a s i s 
t h e r e f o r the dates, m a t u r i t i e s , e t c . , shown i n connection 
w i t h each note l i s t e d . 
F a i l u r e to record notes might be i n d i c a t e d by the 
discovery that the t o t a l s of a l l i n t e r e s t and discount 
columns were not i n agreement w i t h the corresponding general 
ledger balances because of the i n c l u s i o n i n the l a t t e r of 
items i n respect of which nothing appeared i n the a n a l y s i s 
of the note account. I t f o l l o w s a l s o that the reverse of 
t h i s c o n d i t i o n would be d i s c l o s e d by the use of t h i s form. 
PLATE 16 - ACCOUNTS RECEIVABLE - CUSTOMERS (page 
66). This i l l u s t r a t i o n contains i n f o r m a t i o n regarding a l l 
those matters u s u a l l y of i n t e r e s t i n connection w i t h an 
examination of accounts r e c e i v a b l e from customers, namely: 
the k i n d of records kept; amounts of deb i t and c r e d i t b a l -
ances, w i t h an exp l a n a t i o n of the nature of the l a t t e r ; 
evidence of agreement or disagreement of the aggregate of 
i n d i v i d u a l balances w i t h the c o n t r o l l i n g account balance; 
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n o t a t i o n s regarding any s p e c i a l accounts c a r r i e d , the ap-
parent c o l l e c t i b i l i t y of the accounts, and the adequacy of 
the reserve f o r d o u b t f u l accounts; and a d e s c r i p t i o n of the 
manner and extent of checking the accounts. 
Except i n rare i n s t a n c e s , t r i a l balances of ac-
counts r e c e i v a b l e are drawn o f f by those who keep the 
ledgers and i t i s seldom necessary, t h e r e f o r e , f o r p r o f e s -
s i o n a l accountants to draw o f f t r i a l balances themselves. 
In most cases such a t r i a l balance c o n s i s t s merely of an 
adding machine tape of amounts, without names, dates of 
charges, or other p e r t i n e n t i n f o r m a t i o n . Under these con-
d i t i o n s , i t i s u s u a l f o r the accountant to borrow the l i s t 
and to check thereto the balances shown by the ledger, a f t e r 
which the a d d i t i o n s of the l i s t s are proved and a summary 
made f o r the working papers. During the progress of the 
checking, a memorandum may be made of each account which 
appears to be d o u b t f u l of c o l l e c t i o n or i n respect of which 
there i s some other feature of s p e c i a l i n t e r e s t . A form to 
be used when the balances are to be confirmed by the debtors 
i s shown i n a l a t e r chapter. 
PLATE 17 - WELFARE FUND (page 67). This form i s 
of i n t e r e s t p a r t i c u l a r l y because of the notes f o l l o w i n g the 
summary of accounts. These notes f u l l y e x p l a i n the nature 
of an account which has an ambiguous heading, and by the 
i m p l i c a t i o n of mentioning a s p e c i a l c o n d i t i o n regarding only 
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one account warrant the assumption that a l l were reviewed 
and found to he apparently c o l l e c t i b l e . 
I f there were a considerable number of these 
accounts, they would g e n e r a l l y be merely checked and sum-
marized i n the same manner as accounts r e c e i v a b l e from 
customers, e x t r a o r d i n a r i l y l a r g e items being l i s t e d s i n g l y . 
PLATE 18 - ACCRUED INTEREST RECEIVABLE (page 68). 
This i l l u s t r a t e s a form of schedule used to show the d e t a i l s 
o f accrued i n t e r e s t when only one account i s c a r r i e d i n the 
ge n e r a l ledger f o r accrued i n t e r e s t on v a r i o u s c l a s s e s of 
" p r i n c i p a l " items. I t w i l l be noted that while separate 
items are made of accrued i n t e r e s t on mortgages and on a 
note r e c e i v a b l e , only the t o t a l amount i s shown f o r accrued 
i n t e r e s t on L i b e r t y Loan bonds. I t i s evident from t h i s 
that the Schedule #8 r e f e r r e d to i n the d e s c r i p t i o n of the 
accrued i n t e r e s t on bonds i s a combined schedule s i m i l a r to 
•that i l l u s t r a t e d i n PLATE 16, whereas Schedules #7 and #9 
r e f e r r e d to i n the d e s c r i p t i o n s of the other items contain 
i n f o r m a t i o n regarding " p r i n c i p a l " amounts only. 
In a case where there were a number of i n t e r e s t -
b e a r i n g mortgages or notes i t would be d e s i r a b l e to prepare 
combined schedules of p r i n c i p a l and i n t e r e s t . As a r e s u l t 
of such a procedure, of course, the separate schedule of 
accrued i n t e r e s t r e c e i v a b l e would be merely a summary of 
t o t a l s w i t h references to the s e v e r a l other schedules i n 
which the d e t a i l s would be shown. 
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P L A T E 18 
CHAPTER VI 
SCHEDULES AND ANALYSES - CONTINUED 
In t h i s chapter w i l l he continued the d i s c u s s i o n 
of analyses and schedules which r e l a t e to asset accounts, 
i n c l u d i n g therewith c e r t a i n forms i n which the d e t a i l s of 
asset and r e l a t e d income or other accounts are combined. 
PLATES 19 TO 22 - INVENTORIES (pages 78 to 81, i n -
c l u s i v e ) . There i s so much d i v e r s i t y i n the kinds of goods 
incl u d e d i n i n v e n t o r i e s , as w e l l as i n the forms of inven-
t o r y records kept by d i f f e r e n t businesses, and the extent 
of an au d i t o r ' s v e r i f i c a t i o n of i n v e n t o r i e s i s so f r e q u e n t l y 
subject to l i m i t a t i o n , that i t i s i m p r a c t i c a b l e i n t h i s book 
to do more than i l l u s t r a t e c e r t a i n schedules which are sug-
ge s t i v e of those g e n e r a l l y necessary to be prepared i n con-
n e c t i o n w i t h an audit of i n v e n t o r i e s . 
In PLATE 19 (page 78) there i s shown a t y p i c a l 
summary of i n v e n t o r i e s w i t h appropriate n o t a t i o n s on the 
bottom of the sheet regarding the t a k i n g of the i n v e n t o r i e s 
and the extent of t h e i r v e r i f i c a t i o n . I t i s r a r e l y neces-
sary to include i n the working papers more d e t a i l s of an 
inventory than are shown by such a summary. 
I t i s very important that the working papers 
contain a record of the extent to which i n v e n t o r i e s were 
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v e r i f i e d i n order that the a u d i t o r ' s r e s p o n s i b i l i t y f o r 
t h e i r accuracy may he f i x e d , and i t i s customary i n an audit 
report to c l e a r l y define such r e s p o n s i b i l i t y . 
PLATE 20 (page 79) i l l u s t r a t e s a form of inven-
t o r y summary i n which both book and p h y s i c a l i n v e n t o r i e s are 
shown f o r each k i n d of m a t e r i a l . As w i l l be noted from t h i s 
i l l u s t r a t i o n , the d i f f e r e n c e s between book and a c t u a l i n -
v e n t o r i e s are so great i n many instances that the schedule 
obviously would be incomplete without a n o t a t i o n as to the 
causes or apparent causes of the d i s c r e p a n c i e s . 
In PLATE 21 (page 80) are shown three forms of 
working sheets which might be prepared i n connection w i t h 
the v e r i f i c a t i o n of i n v e n t o r i e s . In these forms the extent 
and manner of v e r i f i c a t i o n i s i n d i c a t e d and the d i s c r e p -
ancies d i s c l o s e d are l i s t e d . 
PLATE 22 (page 81) contains a form of in v e n t o r y 
c e r t i f i c a t e . Some accountants i n v a r i a b l y o b t a i n an inven-
t o r y c e r t i f i c a t e from the o f f i c e r s or employes, unless they 
have themselves taken and valued the i n v e n t o r i e s , b e l i e v i n g 
that the moral e f f e c t of the requirement of a d e f i n i t e 
signed statement i s a p o s i t i v e advantage. Other accountants 
do so only i n unusual cases, b e l i e v i n g that such c e r t i f i -
cates would g e n e r a l l y be signed p e r f u n c t o r i l y and that i n 
many cases the c l i e n t would obtain the impression that the 
accountant was seeking thereby to s h i f t r e s p o n s i b i l i t y . 
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There i s , or should he, no standard form of inven-
t o r y c e r t i f i c a t e , as c o n d i t i o n s surrounding the t a k i n g and 
v a l u i n g of i n v e n t o r i e s d i f f e r r a d i c a l l y i n v a r i o u s b u s i -
nesses. The one i l l u s t r a t e d here i s about as comprehensive 
as would ever be requ i r e d . 
PLATES 23 and 24 - INVESTMENTS (pages 82 and 83). 
These i l l u s t r a t e three d i f f e r e n t forms which may be used i n 
an a l y z i n g accounts r e p r e s e n t i n g s e c u r i t i e s owned. 
In PLATE 23 (page 82) each t r a n s a c t i o n i s separ-
a t e l y described, there being so few items that summarization 
i s unnecessary except i n respect of book values. 
The form of a n a l y s i s shown at the top of PLATE 24 
(page 83) i s very convenient f o r use when there are many 
d i f f e r e n t s e c u r i t i e s owned. When u s i n g t h i s form i t i s 
o c c a s i o n a l l y necessary, because of a l a r g e number of pur-
chases or sales of a p a r t i c u l a r s e c u r i t y , to show the de-
t a i l s of such t r a n s a c t i o n s on a separate sheet, n o t i n g only 
the net change on the main a n a l y s i s w i t h a reference to the 
supplemental sheet. I t should be noted that by the a d d i t i o n 
of a few columns to the r i g h t of t h i s form i t would be pos-
s i b l e to make a complete a n a l y s i s of r e l a t e d i n t e r e s t ac-
counts showing a c c r u a l s at the beginning of the year, earn-
ings and c o l l e c t i o n s during the year, and a c c r u a l s at the 
end of the year i n respect of the s e v e r a l items of p r i n -
c i p a l 
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At the bottom of PLATE 24 i s shown a form which 
may be used to advantage when there are only a few d i f f e r e n t 
s e c u r i t i e s owned but a r e l a t i v e l y l a r g e number of t r a n s -
a c t i o n s . 
When s e c u r i t i e s are v e r i f i e d by i n s p e c t i o n and 
count, a n o t a t i o n to that e f f e c t should always be made i n 
the working papers. I f a separate l i s t i s made of secur-
i t i e s inspected, the a n a l y s i s of the investment account 
(which g e n e r a l l y would be prepared at a l a t e r date) should 
show a reference thereto. In t h i s connection, the a c t u a l 
checking of s e c u r i t i e s owned i s g r e a t l y expedited i f a l i s t 
of those which should be on hand i s prepared beforehand and 
the items thereon checked o f f as they are inspected and 
counted. 
PLATE 25 - TREASURY BONDS (page 84). This i s an 
ordinary form of a n a l y s i s i n which i s shown the composition 
of the balance i n an account at the beginning of a p e r i o d 
and f o l l o w i n g , i n c h r o n o l o g i c a l order, f u l l p a r t i c u l a r s of 
changes during the p e r i o d , concluding w i t h the balance at 
the close of the p e r i o d . I t i s i n t e r e s t i n g to note that the 
explanations of the charges and c r e d i t s to the account, as 
shown by t h i s form, are made more i l l u m i n a t i v e by i n c l u d i n g 
as a par t thereof notes regarding the d i s p o s i t i o n i n the 
accounts of i n t e r e s t purchased and p r o f i t a r i s i n g from the 
a c q u i s i t i o n of bonds at l e s s than par value. The a n a l y s i s 
i s completed by the showing of the numbers of the bonds rep-
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resented by the balance at the close of the p e r i o d , ascer-
t a i n e d by i n s p e c t i o n . 
PLATES 26 TO 31 - PROPERTY (pages 85 to 90, i n -
c l u s i v e ) . These are re p r e s e n t a t i v e of vari o u s forms of 
analyses prepared i n connection w i t h the a u d i t i n g of prop-
e r t y accounts. 
The establishment of the p r o p r i e t y of charges and 
c r e d i t s to property accounts i s perhaps the commonest re-
quirement of an audit and i t i s g e n e r a l l y necessary to i n -
clude i n the a u d i t report a schedule showing at l e a s t the 
p r i n c i p a l changes i n these accounts during the p e r i o d . As 
heretofore s t a t e d , however, i t i s unnecessary to l i s t and 
describe every small item i n an account i f a complete sched-
u l e i s not re q u i r e d f o r the rep o r t . 
The d e s c r i p t i o n s of items should always be s u f f i -
c i e n t l y e x p l i c i t and complete to make apparent the p r o p r i e t y 
of t h e i r c l a s s i f i c a t i o n as c a p i t a l items. I t i s not s u f f i -
c i e n t , f o r instance, merely to note " l a b o r , " "cement," or 
"sand" as a d e s c r i p t i o n of an item because from such a de-
s c r i p t i o n i t i s impossible to i d e n t i f y the property u n i t to 
which i t a p p l i e s , and thereby to pass upon the correctness 
of i t s c l a s s i f i c a t i o n . 
In PLATES 26 AND 27 (pages 85 and 86) i t i s 
apparent t h a t , as a r e g u l a r p r a c t i c e , a l l proposed increases 
i n property to cost, say, $15.00 or more have been made the 
subject of an a p p r o p r i a t i o n r e q u i r i n g approval. Exceptions 
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to t h i s p r a c t i c e are e a s i l y noted by the use of a separate 
column f o r t h e i r l i s t i n g , as shown i n PLATE 26; and, because 
they are exceptions, s p e c i a l n o t a t i o n s are made regarding 
them. In PLATE 27 there are shown not only the amounts of 
expenditures under a p p r o p r i a t i o n s but a l s o the amounts of 
the a p p r o p r i a t i o n s , thus p r o v i d i n g i n t e r e s t i n g comparisons 
as w e l l as a va l u a b l e check upon the l e g i t i m a c y of the 
expenditures. 
The form of a n a l y s i s shown by PLATE 28 (page 87) 
would g e n e r a l l y be re q u i r e d only i f i t were necessary to 
prepare a schedule therefrom, f o r i n c l u s i o n i n an a u d i t re-
p o r t , showing the d e t a i l s of each item i n an account during 
a p e r i o d . 
I n PLATE 29 (page 88) two forms of summaries of 
property accounts are shown. As i n d i c a t e d by the forms, 
summaries such as these are prepared from s u b s i d i a r y prop-
e r t y records i n which a l l p roperty i s c l a s s i f i e d . I t i s 
obvious from the references to sub-analyses numbers noted 
on the forms that separate c o n t r o l l i n g accounts would be 
found i n the general ledger f o r each c l a s s of property shown 
i n the f i r s t form, whereas only one c o n t r o l l i n g account 
would be found f o r a l l p roperty shown i n the second form. 
I n the l a t t e r form, a l s o , the use of a separate column i s 
shown f o r the statement of a l l adjustments recorded i n the 
s u b s i d i a r y accounts r e s u l t i n g from an a p p r a i s a l of the 
property. 
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PLATE 30 (page 89) i l l u s t r a t e s a simple form of 
a n a l y s i s of a property account, showing a u d i t n o t a t i o n s re-
garding each of the changes during a p e r i o d , and on the 
same sheet, an a n a l y s i s of a r e l a t e d reserve f o r deprecia-
t i o n account. 
In PLATE 31 (page 90) there i s shown a combined 
a n a l y s i s of property and reserve f o r d e p r e c i a t i o n accounts. 
This form shows c l e a r l y and c o n c i s e l y a l l e s s e n t i a l informa-
t i o n regarding these accounts, v i z . , the balances at the 
beginning of the p e r i o d , the changes during the p e r i o d w i t h 
explanation thereof, and the balances at the end of the 
per i o d . By s t a t i n g the c r e d i t s and charges i n the reserve 
account d i r e c t l y opposite r e l a t e d property items, e r r o r s or 
i n c o n s i s t e n c i e s i n the treatment of e i t h e r are e a s i l y noted. 
PLATE 32 - PATENTS (page 91). This i s an i l l u s -
t r a t i o n of an a n a l y s i s which may advantageously be c a r r i e d 
forward i n the working papers from year to year. The i n f o r -
mation necessary to amortize c o r r e c t l y the asset values of 
the f o u r patents shown to be represented by the Patents ac-
count i s c l e a r l y s t a t e d at the head of the sheet and i s ex-
planat o r y of the changes i n the account each year. As here-
t o f o r e s t a t e d , when an a n a l y s i s i s removed from the working 
papers of a previous year there should be s u b s t i t u t e d there-
f o r a s i m i l a r l y headed and indexed sheet showing the d i s -
p o s i t i o n of the o r i g i n a l . 
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PLATES 33, 34 and 35 - DEFERRED CHARGES (pages 92 
to 94, i n c l u s i v e ) . These forms i l l u s t r a t e , r e s p e c t i v e l y , 
the manner i n which insurance c a r r i e d by a company may be 
st a t e d i n connection w i t h the unexpired p r o p o r t i o n s of re-
l a t e d premiums, a form i n which the d e t a i l s of discount on 
bonds are shown i n j u x t a p o s i t i o n to the r e l a t e d bond ac-
counts, and the manner i n which deferred charges of a gen-
e r a l nature may be described and analyzed. 
In PLATE 33 (page 92) two forms of summaries are 
shown. I t i s obvious that the choice of a form f o r t h i s 
s o r t of schedule would depend somewhat upon the number of 
classes of insurance c a r r i e d and upon whether or not a l l 
p o l i c i e s f o r each c l a s s are together when pr e p a r i n g a sched-
u l e therefrom. In case a record i s kept by a company of a l l 
insurance c a r r i e d , as i s f r e q u e n t l y the case, i t i s e n t i r e l y 
unnecessary f o r an a u d i t o r to prepare a d e t a i l e d schedule 
of insurance. He should merely check the p o l i c i e s to the 
record, v e r i f y the unexpired p r o p o r t i o n s of premiums as 
shown t h e r e i n , and prepare a summary f o r h i s papers. A 
n o t a t i o n regarding the manner i n which the records were 
checked should, of course, be made on the summary. 
By combining analyses of unamortized discount on 
bonds at the beginning and end of a p e r i o d and of the amort-
i z a t i o n during the p e r i o d , w i t h analyses of r e l a t e d bond 
accounts, as i l l u s t r a t e d i n PLATE 34 (page 93), the p r o p r i e -
t y of the e n t r i e s i n the discount accounts i s made apparent. 
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The form shown i n t h i s p l a t e i s p a r t i c u l a r l y i n t e r e s t i n g 
a l s o because of the conciseness w i t h which a l l necessary 
information regarding the s e v e r a l bond and discount accounts 
i s s t a t e d . 
The form of a n a l y s i s shown by PLATE 35 (page 94) 
i s convenient f o r use when s e v e r a l d i f f e r e n t items are i n -
cluded i n one account. 
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CHAPTER V I I 
SCHEDULES AND ANALYSES - CONTINUED 
This chapter i s devoted to f u r t h e r i l l u s t r a t i o n 
and d i s c u s s i o n of methods of p r e p a r i n g schedules and anal-
yses, w i t h p a r t i c u l a r reference to l i a b i l i t y accounts and 
income or other accounts r e l a t e d thereto. 
PLATES 36 AND 37 - NOTES PAYABLE AND INTEREST 
THEREON (pages 104 and 105). Here are shown two forms which 
may he used to advantage when i t i s d e s i r e d to combine 
schedules of notes and i n t e r e s t . In PLATE 36 (page 104) the 
•details of outstanding notes and pr e p a i d i n t e r e s t thereon at 
the end of the year only are shown. PLATE 37 (page 105) 
shows the balances at the beginning of the year, the changes 
during the year, and the balances at the end of the year i n 
respect of notes payable and of i n t e r e s t p a i d i n advance and 
accrued, together w i t h the t o t a l i n t e r e s t expense f o r the 
year. 
I t i s i n t e r e s t i n g to note i n PLATE 36 that the 
amount of i n t e r e s t prepaid at December 31, 1922, i s shown 
notwithstanding the f a c t that i t was not r e f l e c t e d as such 
upon the books of the company. In a case of t h i s k i n d i t i s 
always d e s i r a b l e f o r the accountant to determine the amount 
i n v o l v e d i n order that he may decide whether or not an ad-
95 
justment should be made i n respect thereof, which would 
l a r g e l y depend upon whether the amount i s r e l a t i v e l y l a r g e 
or s m a l l . 
PLATES 38, 39, AND 40 - ACCOUNTS PAYABLE (pages 
106 to 108, i n c l u s i v e ) . These are of p a r t i c u l a r i n t e r e s t 
because of t h e i r s p e c i a l f e a t u r e s . 
In v e r i f y i n g accounts payable, i n probably the 
ma j o r i t y of cases, a l l that needs to be done w i t h respect to 
the s p e c i f i c l i a b i l i t y accounts i s to check the open b a l -
ances i n a s u b s i d i a r y accounts payable ledger, or the open 
items i n a voucher r e g i s t e r , to a l i s t prepared by the 
o f f i c e s t a f f . I f there are no e x t r a o r d i n a r y items i n c l u d e d 
t h e r e i n and i f a l i s t of the accounts i s not required f o r 
report purposes, i t i s g e n e r a l l y s u f f i c i e n t then to prove 
the fo o t i n g s of the l i s t and make an appropriate n o t a t i o n 
opposite the item on the t r i a l balance regarding i t s v e r i f i -
c a t i o n . I f there are e x t r a o r d i n a r i l y l a r g e balances due to 
c e r t a i n c r e d i t o r s or i f debit balances or other items r e-
q u i r i n g s p e c i a l comment are found, i t i s u s u a l l y necessary 
to l i s t and describe them on a supporting schedule, a l l or-
dinary items being merely summarized thereon. (As t h i s i s 
not a t r e a t i s e on a u d i t i n g , the other steps which may be 
taken to determine whether or not a l l l i a b i l i t i e s are re-
corded need not be discussed.) 
In the summary of accounts payable shown by PLATE 
38 (page 106) the composition of the general ledger balance 
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i s shown and the manner of the v e r i f i c a t i o n of the items i s 
noted. In a d d i t i o n , the important i n f o r m a t i o n i s given that 
c r e d i t and d e b i t balances w i t h a f f i l i a t e d companies are i n 
agreement w i t h the corresponding balances on the books of 
those companies. The d e b i t balances w i t h outside companies 
are described and t h e i r c l a s s i f i c a t i o n i n a f i n a l statement 
i s i n d i c a t e d . 
PLATE 39 (page 107) i s an i l l u s t r a t i o n of a sched-
u l e prepared i n respect of a s p e c i a l l i a b i l i t y account, and 
i s of i n t e r e s t mainly because of the foot-note d e s c r i b i n g 
the nature of the account. Care should always be taken to 
f u l l y describe any accounts w i t h ambiguous t i t l e s . 
PLATE 40 (page 108) contains a form f o r the recon-
cilement of accounts between two companies. Such r e c o n c i l e -
ments, i n one form or another, are u s u a l l y prepared by the 
o f f i c e s t a f f and the p r o f e s s i o n a l a u d i t o r seldom needs to 
include them i n h i s papers. The form shown i s l o g i c a l l y 
designed and, by i t s use, the work i n c i d e n t to the f i n a l 
d i s p o s i t i o n of disputed and other u n s e t t l e d items i s gener-
a l l y s i m p l i f i e d . 
PLATES 41, 42, 43, AND 44 - ACCRUED LIABILITIES 
(pages 109 to 112, i n c l u s i v e ) . These forms are suggestive 
of v arious kinds of schedules which may be prepared i n con-
n e c t i o n w i t h the v e r i f i c a t i o n of accrued items. I t should 
be remembered, i n t h i s connection, that i t i s f r e q u e n t l y 
p o s s i b l e to combine schedules of accrued accounts w i t h 
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schedules of r e l a t e d p r i n c i p a l accounts, as i l l u s t r a t e d 
elsewhere i n t h i s hook. 
PLATE 41 (page 109) i l l u s t r a t e s the use of one 
sheet f o r schedules of two accounts, i t being o b v i o u s l y un-
necessary to use a separate sheet f o r each of the schedules 
shown. In the f i r s t schedule, only the balance i n the Com-
missions Due and Accrued account at the close of the p e r i o d 
i s shown w i t h a d e s c r i p t i o n of the nature of the account and 
the manner of i t s v e r i f i c a t i o n . In the second schedule, 
there i s an a n a l y s i s of accrued taxes i n which, i t w i l l be 
noted, equal amounts c r e d i t e d to the account monthly during 
eleven months of the year are summarized and shown as one 
item, thus economizing i n space and e f f o r t without l e s s e n i n g 
the c l a r i t y of the a n a l y s i s . 
PLATE 42 (page 110) shows the form of an i n t e r e s t -
i n g combination a n a l y s i s of accrued i n t e r e s t on bonds out-
standing and i n t e r e s t expense f o r bonds and notes payable. 
I t i s apparent that i n the p r e p a r a t i o n of such an a n a l y s i s 
monthly a c c r u a l s shown by the accounts are ignored and the 
i n t e r e s t expense f o r the year i s a s c e r t a i n e d by a p p l y i n g 
amounts accrued and prepaid at the beginning and end of the 
year to the cash payments during the year. The correctness 
of the amounts of accrued i n t e r e s t on bonds and of the bond 
i n t e r e s t expense f o r the year i s evidenced by the a n a l y t i c a l 
summary of bonds outstanding during the year and i n t e r e s t 
thereon, shown at the bottom of the schedule. 
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PLATE 43 (page 111) contains a summary of pay-
r o l l s , by months, f o r a year, showing amounts accrued at the 
beginning and end of the year. The d i s p o s i t i o n of l a b o r 
charges i s also c l e a r l y shown by t h i s summary, as w e l l as 
the extent of the v e r i f i c a t i o n of the p a y - r o l l s . 
In the schedule of l i a b i l i t y insurance premiums 
accrued shown by PLATE 44 (page 112), the b a s i c data f o r the 
computation of the a c t u a l amount accrued at the close of a 
pe r i o d are shown i n d e t a i l without reference to any monthly 
accru a l s which may have been recorded i n the general ledger 
accounts. This k i n d of schedule may of t e n be used to advan-
tage when the income and p r o f i t and l o s s accounts of a com-
pany are not in c l u d e d i n the scope of an a u d i t . 
PLATES 45, 46, AND 47 - FUNDED DEBT (pages 113 to 
115, i n c l u s i v e ) . Here are i l l u s t r a t e d v a r i o u s ways of show-
i n g the e s s e n t i a l i n f o r m a t i o n regarding funded debt of a 
company which may be d i s c l o s e d by examination of the v a r i o u s 
accounts and records. 
In the form shown by PLATE 45 (page 113) the 
nature of the indebtedness i s f u l l y d e scribed, compliance 
throughout the elapsed l i f e of the bonds w i t h c e r t a i n terms 
of the mortgage indenture i s i n d i c a t e d , and, by reference 
to an attached c o n f i r m a t i o n , the v e r i f i c a t i o n of the amount 
of bonds outstanding at the close of the p e r i o d i s e v i -
denced. 
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The form shown by PLATE 46 (page 114) i s an i n t e r -
e s t i n g example of the manner i n which e s s e n t i a l information 
regarding an account may he s t a t e d as memoranda supplement-
i n g i t s b r i e f a n a l y s i s . 
PLATE 47 (page 115) i l l u s t r a t e s a form of combined 
a n a l y s i s of bonds and mortgages payable and r e l a t e d i n t e r e s t 
accounts f o r a p e r i o d . In a d d i t i o n to showing the opening 
and c l o s i n g balances and the changes during the p e r i o d re-
f l e c t e d by the mortgages payable account, and i n d i c a t i n g 
that the c l o s i n g balances were v e r i f i e d , p r o f i t s r e s u l t i n g 
from purchases of bonds at l e s s than par value are extended 
i n t o a memorandum column which, of course, would permit of 
t h e i r being s t a t e d as one item i n the a n a l y s i s of the p r o f i t 
and l o s s account to which they were c r e d i t e d . By summariz-
i n g the e n t r i e s i n i n t e r e s t accounts i n the manner shown by 
t h i s form, t h e i r v e r i f i c a t i o n may be r e a d i l y accomplished. 
PLATES 48, 49, AND 50 - RESERVES (pages 116 to 118 
i n c l u s i v e ) . These p l a t e s are i l l u s t r a t i v e of forms of an-
alyses of reserves f o r d e p r e c i a t i o n , d o u b t f u l accounts re-
c e i v a b l e , and taxes, r e s p e c t i v e l y . 
I t i s important i n a n a l y z i n g a reserve f o r depre-
c i a t i o n account that the b a s i s of computation of c r e d i t s to 
the account be c l e a r l y i n d i c a t e d , i . e . , the rates used and 
the property v a l u a t i o n s to which the rates are a p p l i e d . 
Frequently i t i s p o s s i b l e to analyze reserve f o r deprecia-
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t i o n accounts i n conjunction w i t h r e l a t e d property accounts, 
as hereinbefore described. 
In the form shown by PLATE 48 (page 116), i t w i l l 
be noted, the various c l a s s e s of property to which the 
reserve a p p l i e s , the annual rates of d e p r e c i a t i o n , and the 
amounts c r e d i t e d and charged to the reserve account during 
a p e r i o d are shown. I t i s s t a t e d that c r e d i t s to the ac-
count are based upon balances i n property accounts at the 
beginning of each month, and, by the use of foot-notes, the 
extent of the v e r i f i c a t i o n of the c r e d i t s and charges to the 
account i s i n d i c a t e d . I t i s i n t e r e s t i n g to note a l s o that 
the changes i n the account during the p e r i o d are s t a t e d 
f i r s t and the balance i n the account at the beginning of the 
p e r i o d added to the net change f o r the p e r i o d to a r r i v e at 
the balance at the end, thus conforming to the order i n 
which information regarding the reserve account would 
u s u a l l y be presented i n an audit report. The manner i n 
which the c l a s s i f i c a t i o n of p r o v i s i o n a l charges f o r de p r e c i -
a t i o n (contra to the c r e d i t s i n the reserve account) i s 
i n d i c a t e d i n t h i s form i s also of i n t e r e s t . 
PLATE 49 (page 117) contains a form of a n a l y s i s of 
a reserve f o r do u b t f u l accounts r e c e i v a b l e i n which, a l -
though the e n t r i e s f o r the p e r i o d covered are only summar-
i z e d , a l l m a t e r i a l i n f o r m a t i o n regarding the account and the 
manner of i t s v e r i f i c a t i o n i s shown. 
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The form shown by PLATE 50 (page 118) ex e m p l i f i e s 
again an a n a l y s i s of an account i n respect of which explan-
a t o r y d e t a i l s should be shown regarding each entry i n the 
account during a p e r i o d and the balance at the end of the 
pe r i o d . 
PLATE 51 - CAPITAL STOCK (page 119). The s a l i e n t 
features of t h i s schedule are the l i s t i n g of the outstanding 
c e r t i f i c a t e s , showing the c o n t r o l l i n g i n t e r e s t i n the com-
pany to be h e l d by one person, and the manner of t r e a t i n g 
t r e a s u r y stock. 
Large corporations g e n e r a l l y appoint f i n a n c i a l 
i n s t i t u t i o n s as r e g i s t r a r s and t r a n s f e r agents of t h e i r 
c a p i t a l stock, and when such appointments are made a l l 
c a p i t a l stock records are kept by those i n s t i t u t i o n s . In 
making an aud i t under such c o n d i t i o n s , c e r t i f i c a t i o n s would 
u s u a l l y be obtained from the r e g i s t r a r and t r a n s f e r agent 
regarding the amount of c a p i t a l stock i s s u e d and outstand-
i n g , thus o b v i a t i n g the n e c e s s i t y f o r p r e p a r i n g a schedule 
i n respect of c a p i t a l stock accounts. 
PLATE 52 - CAPITAL SURPLUS (page 120). C a p i t a l 
surplus may be created i n the accounts i n s e v e r a l d i f f e r e n t 
ways, among which are by i n c r e a s i n g the book value of prop-
e r t y , e i t h e r a r b i t r a r i l y or as the r e s u l t of an a p p r a i s a l , 
by the o r i g i n a l s ale of c a p i t a l stock at a premium or the 
re - s a l e of donated c a p i t a l stock, and by the r e c e i p t as a 
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g i f t of property taken i n t o the accounts at a value. I t i s 
comparatively seldom that the item appears i n the accounts 
of a company, and f o r t h i s reason, and because a r e l a t i v e l y 
l a r g e amount i s u s u a l l y i n v o l v e d , i t i s an e x c e l l e n t example 
of the k i n d of item i n respect of which an accountant should 
always ob t a i n as much in f o r m a t i o n as p o s s i b l e . I n a case 
such as the a p p r e c i a t i o n of property v a l u a t i o n or the 
r e c e i p t of property as a g i f t , i t i s p a r t i c u l a r l y important 
that the b a s i s of v a l u a t i o n , and the a u t h o r i t y t h e r e f o r , be 
noted. 
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CHAPTER V I I I 
SCHEDULES AND ANALYSES - CONTINUED 
In the three preceding chapters have been d i s -
cussed and i l l u s t r a t e d forms of schedules and analyses sup-
p o r t i n g asset and l i a b i l i t y accounts, i n c l u d i n g s e v e r a l 
forms i n which the d e t a i l s of income and expense accounts 
have been shown i n conjunction w i t h r e l a t e d asset or l i a -
b i l i t y accounts. This chapter w i l l be devoted e n t i r e l y to 
the group of accounts known as "income and p r o f i t and l o s s " 
or "nominal" accounts, thus completing the review of forms 
of ordinary schedules and analyses. 
Because i n d i f f e r e n t businesses there i s a some-
what gr e a t e r n a t u r a l d i v e r s i t y i n the c l a s s i f i c a t i o n s of 
nominal accounts than of asset and l i a b i l i t y accounts, and 
because s t a t i s t i c a l i n f o r m a t i o n a f f o r d e d by the refinement 
of c l a s s i f i c a t i o n of nominal accounts i s r e q u i r e d i n more 
elaborate d e t a i l by some executives than by others, the 
methods of recording income and p r o f i t and l o s s items are 
g e n e r a l l y more v a r i e d than those used i n r e c o r d i n g changes 
i n asset and l i a b i l i t y accounts. I t f o l l o w s t h e r e f o r e that 
the forms of analyses are more v a r i e d i n respect of the 
former than of the l a t t e r c l a s s of accounts. 
Eighteen p l a t e s showing forms of analyses of i n -
come and p r o f i t and l o s s accounts are submitted herewith. 
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In these are e x e m p l i f i e d a l l the v a r i e t i e s and arrangements 
w i t h which the accountant u s u a l l y has to de a l i n the prep-
a r a t i o n of such analyses. The p r e s e n t a t i o n and d i s c u s s i o n 
of these forms w i l l f o l l o w the order of the u s u a l arrange-
ment of income and p r o f i t and l o s s accounts and items i n a 
statement thereof, v i z . : 
Net Sales' 
Cost of Sales 
Expenses 
Income C r e d i t s and Charges 
P r o f i t and Loss D i r e c t C r e d i t s and Charges 
NET SALES. The amount of d e t a i l w i t h respect to 
the component elements of net sales which may p r o f i t a b l y he 
compiled by an accountant i s l a r g e l y dependent upon the 
extent to which s t a t i s t i c a l records are maintained. In 
modern accountancy p r a c t i c e , s a les of d i f f e r e n t products and 
deductions from such s a l e s on account of r e t u r n s , allow-
ances, e t c . , are c l a s s i f i e d i n separate accounts or i n sub-
s i d i a r y records; and s t a t i s t i c a l i n f o r m a t i o n i n respect 
thereof i s g e n e r a l l y known and u t i l i z e d by the executives o f 
a company long before an aud i t report could p o s s i b l y be 
rendered. The d e t a i l s of net sales shown by an au d i t report 
are therefore g e n e r a l l y obtained from the records without 
a n a l y s i s , and i t f o l l o w s that a u d i t working papers should 
contain merely a summary of the accounts c o n t a i n i n g those 
d e t a i l s . 
I n PLATE 53 (page 130) i s shown a form of summary 
of items comprehended i n net sa l e s of a company having sev-
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e r a l kinds of product. The extent of v e r i f i c a t i o n of the 
items and the erroneous i n c l u s i o n i n the general sales 
accounts of sal e s of c a p i t a l assets are also i n d i c a t e d on 
the form. 
PLATES 54A TO 54E - COST OP SALES (pages 131 to 
135, i n c l u s i v e ) . These p l a t e s contain c o r r e l a t e d i l l u s t r a -
t i o n s of analyses of cost of s a l e s , f i n i s h e d goods, work i n 
process, m a t e r i a l s , productive l a b o r , and manufacturing 
expense accounts. 
Involved accounting p r a c t i c e s are f r e q u e n t l y en-
countered i n an a l y z i n g cost of sales and r e l a t e d accounts, 
due g e n e r a l l y to correspondingly i n v o l v e d manufacturing 
processes. Except i n examinations of l i m i t e d scope, how-
ever, i t i s important that these accounts, which u s u a l l y 
represent the major p r o p o r t i o n of a l l expenditures of a 
business, be analyzed i n reasonable d e t a i l . The amounts of 
la b o r , m a t e r i a l , and overhead i n c l u d e d i n manufacturing 
costs should be shown i n order that comparisons may be made 
wi t h corresponding costs i n p r i o r p e r i o d s , thus p r o v i d i n g 
information regarding the e f f i c i e n c y of a d m i n i s t r a t i o n and 
of production c o n t r o l . 
In PLATE 54A (page 131) i s shown f i r s t an a n a l y s i s 
of the cost of sales account, i n which c r e d i t s f o r the cost 
of returned goods are separated from charges to the account. 
F o l l o w i n g t h i s i s an a n a l y s i s of the f i n i s h e d goods account, 
i n which charges representing t r a n s f e r s from work i n process 
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and returned goods accounts are shown i n d e t a i l hut c r e d i t s 
representing t r a n s f e r s to cost of sales account, having 
already been l i s t e d i n d e t a i l , are shown i n t o t a l only. 
PLATE 54B (page 132) shows the a n a l y s i s of the 
work i n process account, which contains nothing but inven-
t o r i e s at the beginning and end of the p e r i o d and t r a n s f e r s 
from and to other accounts. Inasmuch as these other ac-
counts, w i t h the exception of returned goods account, are 
analyzed i n d e t a i l , i t i s only necessary to summarize the 
t r a n s f e r s i n c l u d e d i n the work i n process account. 
On t h i s same sheet are shown the analyses of pro-
ductive l a b o r account and m a t e r i a l s account. The former 
shows the general c l a s s i f i c a t i o n of l a b o r and i n d i c a t e s the 
approximate accuracy of the b a s i s upon which l a b o r i s ap-
p l i e d monthly to work i n process. In the l a t t e r the charges 
and c r e d i t s to the m a t e r i a l s account are c l a s s i f i e d and the 
i n v e n t o r i e s at the beginning and end of the p e r i o d are shown 
together w i t h the amount of adjustment necessary to b r i n g 
the balance of the account i n t o agreement w i t h the amount 
of the p h y s i c a l inventory. I t should be noted that by the 
mere heading of c e r t a i n of the columns the i n t e r e s t i n g i n -
formation i s a f f o r d e d that the issuance of m a t e r i a l s i s con-
t r o l l e d by the use of r e q u i s i t i o n s . 
PLATE 54C (page 133) contains a statement of manu-
f a c t u r i n g expenses prepared from a s u b s i d i a r y record, as 
w e l l as a summary of a separate general ledger account show-
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i n g the absorp t i o n of manufacturing expenses i n cost of 
production. The s p e c i f i c nature of a l l items i n c l u d e d i n 
manufacturing expenses i s i n d i c a t e d by the t i t l e s of the 
s e v e r a l sub-accounts w i t h the exception of e x t r a o r d i n a r y 
f a c t o r y expenses, the d e t a i l s of which are shown i n a sub-
a n a l y s i s - PLATE 54D (page 134). 
In PLATE 54E (page 135) i s shown a summary of cost 
of s a l e s prepared from the s e v e r a l preceding analyses, a l l 
general t r a n s f e r s between the va r i o u s accounts, except w i t h 
respect to returned goods, having been disregarded. I t i s 
obvious that cost of net sales would be a r r i v e d at d i r e c t l y 
i n a summary of t h i s k i n d by e l i m i n a t i n g t r a n s f e r s on ac-
count of returned goods. 
PLATES 55, 56, 57, and 58 - EXPENSES (pages 136 to 
139, i n c l u s i v e ) . In these p l a t e s are shown vari o u s forms 
of analyses and schedules of a d m i n i s t r a t i v e , general, and 
s e l l i n g expenses. 
Unless the examination i s so l i m i t e d i n scope as 
to exclude expense accounts from c o n s i d e r a t i o n the working 
papers should always show the nature of expenses i n reason-
able d e t a i l i n order that they may be adequately described 
i n the audit report and the p r o p r i e t y of t h e i r c l a s s i f i c a -
t i o n noted. O c c a s i o n a l l y i t i s found that the c l a s s i f i c a -
t i o n of accounts i n the t r i a l balance a f f o r d s a s u f f i c i e n t l y 
complete d e s c r i p t i o n of expenses and i t i s necessary then 
merely to note the extent of v e r i f i c a t i o n of the items. 
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U s u a l l y , however, because of the use of c o n t r o l l i n g accounts 
or because of a too general c l a s s i f i c a t i o n of items, i t i s 
necessary to o b t a i n more d e t a i l s than are shown by the t r i a l 
balance. I n case such a d d i t i o n a l i n f o r m a t i o n i s not pro-
v i d e d by r e f i n e d c l a s s i f i c a t i o n s of items i n s u b s i d i a r y 
records, i t should be secured by a n a l y z i n g the accounts. 
The f i r s t form shown i n PLATE 55 (page 136) i l l u s -
t r a t e s the manner i n which a statement of expenses may be 
prepared when such expenses are c l a s s i f i e d i n a s u b s i d i a r y 
record and i t i s necessary or d e s i r a b l e f o r them to be s t a t -
ed by months. Comparisons of monthly amounts are very help-
f u l , of course, i n l o c a t i n g a b n o r m a l i t i e s and i n c o n s i s t -
encies i n the accounts but such comparisons may u s u a l l y be 
made d i r e c t l y from the records and the work of pre p a r i n g a 
statement of t h i s k i n d i s g e n e r a l l y unwarranted unless cor-
responding d e t a i l s are to be shown i n the aud i t r e p o r t . The 
d e t a i l s of e x t r a o r d i n a r y items should always be noted, and 
when a complete statement of expenses i s prepared references 
to such d e t a i l s should be made on the statement i n some such 
manner as i s i l l u s t r a t e d by the s e r i e s of c i r c l e d numbers 
shown by the form. 
In PLATE 55 i s als o i l l u s t r a t e d a common form of 
a n a l y s i s of an account c o n t a i n i n g v a r i o u s c l a s s e s of items. 
I t w i l l be noted that separate columns are provided f o r the 
classes of important items l i k e l y to recur each month, a l l 
other items being shown i n a "sundry" column. 
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PLATE 56 (page 137) contains another i l l u s t r a t i o n 
of an a n a l y s i s of an account i n which many kinds of items 
are c a r r i e d , and i n PLATE 57 (page 138) i s shown a d i f f e r e n t 
arrangement of the same a n a l y s i s . The l a t t e r form i s more 
concise than the former and may g e n e r a l l y he used to advan-
tage unless i t i s d e s i r e d to have a l l the items s t a t e d i n 
c h r o n o l o g i c a l order or u n l e s s , as f r e q u e n t l y happens, condi-
t i o n s are such that i t i s expedient f o r the accountant work-
i n g on the general ledger merely to l i s t the dates, r e f e r -
ences, and amounts of items, t u r n i n g the a n a l y s i s over to 
an a s s i s t a n t to he completed. The manner i n which the ex-
c e p t i o n a l f e a t u r e s of c e r t a i n of the items on these two 
forms i s noted i s of i n t e r e s t . 
PLATE 58 (page 139) contains a form of statement 
i n which the d e t a i l s of s e l l i n g expenses, as c l a s s i f i e d i n a 
s u b s i d i a r y record, are shown together w i t h explanatory memo-
randa regarding c e r t a i n of the items and the v e r i f i c a t i o n of 
the accounts. 
PLATES 59, 60, 61, 62, and 63 - INCOME CREDITS AND 
CHARGES (pages 140 to 144, i n c l u s i v e ) . These p l a t e s contain 
i l l u s t r a t i o n s of analyses of accounts r e p r e s e n t a t i v e of i n -
come and expenses i n c i d e n t to other than the r e g u l a r oper-
a t i o n s of a business. They supplement i l l u s t r a t i o n s already 
given, of analyses of accounts such as i n t e r e s t combined 
w i t h analyses of r e l a t e d asset and l i a b i l i t y accounts. 
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In PLATE 59 (page 140) are i l l u s t r a t e d three forms 
f o r the a n a l y s i s of r e n t a l accounts, the l a s t two forms con-
t a i n i n g a l s o the d e t a i l s of r e l a t e d property expenses. 
PLATE 60 (page 141), c o n t a i n i n g an a n a l y s i s of 
income and expense i n connection w i t h the operation of an 
o f f i c e b u i l d i n g , i s p a r t i c u l a r l y i n t e r e s t i n g because of the 
manner i n which the s e v e r a l c l a s s e s of items are summarized, 
a l l necessary i n f o r m a t i o n being shown i n concise form. 
PLATE 61 (page 142) contains an a n a l y s i s of sundry 
income c r e d i t s and i l l u s t r a t e s a form which may be used to 
advantage when only a few items are i n c l u d e d i n an account 
and explanatory n o t a t i o n s are made i n the ledger which per-
mit of ready c l a s s i f i c a t i o n and grouping of the items. 
In PLATES 62 and 63 (pages 143 and 144) are shown 
two s t y l e s of a n a l y s i s of i n t e r e s t and discount accounts. 
In the f i r s t form d e t a i l s are shown only i n respect of spe-
c i a l items contained i n the account, a l l other items being 
s t a t e d i n t o t a l s as summarized elsewhere. I n the a n a l y s i s 
shown by P l a t e 63, every item i n the account i s l i s t e d and 
c l a s s i f i e d . 
PLATES 64, 65, and 66 - PROFIT AMD LOSS DIRECT 
CREDITS AM) CHARGES (pages 145 to 147, i n c l u s i v e ) . The 
f i r s t two of these p l a t e s i l l u s t r a t e o rdinary forms of 
schedules of d i r e c t c r e d i t s and charges to the p r o f i t and 
l o s s account. P l a t e 66 e x h i b i t s a comprehensive form of 
a n a l y s i s of l o s s e s on sales of property. 
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P a r t i c u l a r care should always he taken to f u l l y 
describe and e x p l a i n p r o f i t and l o s s items as they are gen-
e r a l l y of an unusual nature and re q u i r e i n d i v i d u a l treatment 
i n the p r e p a r a t i o n of any statement of the accounts. 
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CHAPTER IX 
CONSOLIDATION WORKING PAPERS 
I t i s outside the scope of t h i s book to t r e a t of 
the various kinds of corporate and other business r e l a t i o n -
ships which u n d e r l i e the n e c e s s i t y f o r or d e s i r a b i l i t y of 
preparing statements showing c o n s o l i d a t e d assets and l i a b i l -
i t i e s and cons o l i d a t e d operating r e s u l t s . B r i e f l y s t a t e d , 
such statements are designed to e x h i b i t the accounts of two 
or more a f f i l i a t e d concerns as though they were one, thereby 
g i v i n g e f f e c t to p r a c t i c a l c o n s i d e r a t i o n s r a t h e r than to the 
pr e c i s e l e g a l s t a t u s . 
In the p r e p a r a t i o n of co n s o l i d a t e d statements i t 
i s necessary f i r s t to combine the accounts of the d i f f e r e n t 
companies and then to e l i m i n a t e therefrom a l l items repre-
s e n t i n g inter-company balances and t r a n s a c t i o n s . 
Except i n respect of the volume of work required 
i t i s immaterial as to whether the accounts of only two or 
of many companies are to be consolidated; the p r i n c i p l e s 
i n v o l v e d are the same. Of course, the v a r i e t y of i n t e r -
company r e l a t i o n s h i p s and t r a n s a c t i o n s would u s u a l l y be 
greater where many u n i t s are i n v o l v e d than where there are 
only a few u n i t s . 
There are two general forms of working sheets used 
f o r the p r e p a r a t i o n of co n s o l i d a t e d statements, and the 
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choice of one or the other of these forms u s u a l l y depends 
upon the number of u n i t s to be comprehended i n the c o n s o l i -
dation. The form which i s probably most often used i s that 
i n which accounts are l i s t e d i n r e g u l a r statement form down 
the l e f t side of the sheet, w i t h the names of the companies 
i n separate columns across the top. In a statement of t h i s 
k i n d the items are cross-added to obtain combined t o t a l s , 
and from these t o t a l s inter-company items are e l i m i n a t e d . 
While t h i s form can be extended i n d e f i n i t e l y by 
merely adding columns to the r i g h t , there are cases where 
the number of u n i t s i s so l a r g e that the process of c o n s o l i -
d a t i o n i s f a c i l i t a t e d by l i s t i n g the names of the u n i t s down 
the l e f t side of the sheet and spreading the account b a l -
ances f o r each u n i t i n a p p r o p r i a t e l y headed columns across 
the sheet. In t h i s form of statement, e l i m i n a t i o n s are made 
from column t o t a l s across the bottom of the sheet. 
When there are numerous account c l a s s i f i c a t i o n s i t 
i s d e s i r a b l e , i n order to avoid the use of i n o r d i n a t e l y 
large working sheets, to group the items on the p r i n c i p a l 
working sheets as they would appear on condensed statements, 
and to show the s u b - c l a s s i f i c a t i o n s of the items on separate 
supporting sheets. By adopting t h i s method, whether the 
accounts are l i s t e d down the side of the sheet or are shown 
as column headings across the sheet, s u f f i c i e n t e l a s t i c i t y 
i n the p l a n of the working sheets i s provided to permit of 
c a r r y i n g the c l a s s i f i c a t i o n of accounts to any d e s i r e d 
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degree of refinement without making the p r i n c i p a l c o n s o l i -
dation sheets unduly cumbersome. 
I t i s sometimes necessary to prepare c o n s o l i d a t e d 
statements of a group of u n i t s and then, i n t u r n , to i n c l u d e 
these consolidated f i g u r e s as a s i n g l e u n i t i n a c o n s o l i d a -
t i o n of other u n i t s . This merely requires the p r e p a r a t i o n 
of a separate set of c o n s o l i d a t i o n working papers f o r each 
group. 
I t i s obviously i m p r a c t i c a b l e to i l l u s t r a t e i n 
t h i s book every k i n d of item which might appear i n the 
course of preparing consolidated statements and, i n f a c t , no 
attempt has been made to do more than i n d i c a t e the methods 
g e n e r a l l y employed i n assembling the accounts and applying 
e l i m i n a t i o n s . 
PLATES 67A and 67B (pages 152 to 155) i l l u s t r a t e 
the form of working sheets prepared i n accordance w i t h the 
f i r s t p l a n described above, which i s more g e n e r a l l y used, 
and PLATES 68A to 68G (pages 156 to 164, i n c l u s i v e ) i l l u s -
t r a t e those prepared i n accordance w i t h the second plan. 
In PLATES 67A and 67B, i t should be noted, the 
working sheets are p r a c t i c a l l y i n f i n a l statement form, 
except that the column c o n t a i n i n g the combined t o t a l s before 
e l i m i n a t i o n s might w e l l be omitted i n typed statements as i t 
represents merely intermediate r e s u l t s . As i s i n d i c a t e d on 
the work-sheets, the f i g u r e s shown f o r s u b s i d i a r y company C 
are c o nsolidated f i g u r e s which were a r r i v e d at by f i r s t com-
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b i n i n g the accounts of that company and i t s s u b s i d i a r y and 
then e l i m i n a t i n g a l l items r e p r e s e n t i n g balances and t r a n s -
actions between the two companies, u s i n g a separate set of 
working sheets t h e r e f o r . 
PLATES 68A to 68G i l l u s t r a t e a somewhat elaborate 
set of working sheets f o r the c o n s o l i d a t i o n of the accounts 
of twenty-seven companies. I t i s obvious that from these 
* 
working sheets f i n a l statements i n u s u a l form could be pre-
pared without d i f f i c u l t y . The scheme of grouping accounts 
on the p r i n c i p a l sheets and of spreading items i n d e t a i l i s 
exe m p l i f i e d by the treatment of the accounts shown i n PLATES 
68A to 68D. In PLATE 68E the balances of i n d i v i d u a l ac-
counts w i t h a f f i l i a t e d companies, c a r r i e d i n the accounts of 
one company, are l i s t e d and combined to obtain the net 
amounts due to and due from the other companies. The manner 
of working out the d e t a i l s of e l i m i n a t i o n s i s shown i n PLATE 
68P and a summary of e l i m i n a t i o n s , w i t h explanations, ap-
pears i n PLATE 68G-. Some such form as the l a t t e r can often 
be used to advantage i n showing f u l l d e t a i l s under the f i r s t 
described method, e.g., as supplementing PLATES 67A and 67B. 
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PLATE 68 G 
CHAPTER X 
MISCELLANEOUS WORKING PAPERS 
In a d d i t i o n to the working papers of a general 
nature discussed or mentioned i n previous chapters, such as 
memoranda of i n s t r u c t i o n s to he fo l l o w e d i n the conduct of 
work; l i s t s of hooks, o f f i c e r s , e t c . ; audit programs; and 
t r i a l balances, the f o l l o w i n g miscellaneous forms merit 
s p e c i f i c comment and i l l u s t r a t i o n because of t h e i r general 
importance or frequent occurrence: 
Excerpts from minutes 
Proof of cash r e c e i p t s w i t h bank deposits 
Assembly sheets 
Reconcilement of company's statements 
w i t h a u d i t report 
Various c e r t i f i c a t i o n s and confirmations 
PLATE 69 (page 174) contains an i l l u s t r a t i o n of a 
t y p i c a l group of excerpts from minutes of governing bodies 
of a company, prepared i n connection w i t h an ordinary audit 
of i t s accounts. In the case of an examination of the a f -
f a i r s of a company f o r a s p e c i a l purpose, the nature of the 
examination would, of course, govern the s e l e c t i o n of i n f o r -
mation to be ex t r a c t e d from the minutes. In connection w i t h 
an ordinary a u d i t , i t i s usu a l to note a l l matters which may 
have a bearing upon the v e r i f i c a t i o n or statement of the 
accounts or upon the a d m i n i s t r a t i o n of the business gener-
a l l y . In the i l l u s t r a t i o n g i ven, i t w i l l be noted that the 
a u t h o r i z a t i o n i n a p r i o r year of payments to be made i n the 
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current year are made a matter of record i n the current 
working papers, thus evidencing the l e g i t i m a c y of r e l a t e d 
t r a n s a c t i o n s subject to current a u d i t . The names of d i r e c t -
ors and o f f i c e r s e l e c t e d are noted f o r purposes of general 
in f o r m a t i o n and i n order that observance of requirements of 
the company's by-laws and the p r o p r i e t y of a u t h o r i z a t i o n s 
and approvals of t r a n s a c t i o n s during the p e r i o d may be de-
termined. By s t a t i n g the number of d i r e c t o r s i n attendance 
at each meeting, payments of d i r e c t o r s ' fees may be v e r i -
f i e d . The d e s i r a b i l i t y of n o t i n g s a l a r y and dividend 
a u t h o r i z a t i o n s i s obvious. 
PLATE 70 (page 175) contains a s e c t i o n of a form 
of statement commonly known as a "proof of cash." In t h i s 
s e c t i o n are e x h i b i t e d , f o r a p e r i o d , the cash deposits as 
shown by the records of a company (the t o t a l amount of which 
i s s t a t e d to be i n agreement w i t h the cash r e c e i p t s ) , the 
deposits as shown by bank statements, and explanations of 
d i f f e r e n c e s between the two sets of f i g u r e s . The comple-
mentary s e c t i o n of t h i s k i n d of statement r e l a t e s to cash 
disbursements as shown by the records i n comparison w i t h 
bank withdrawals as shown by bank statements, outstanding 
checks at the beginning and end of the p e r i o d , of course, 
being taken i n t o c o n s i d e r a t i o n . A s o - c a l l e d "proof of cash" 
does not e s t a b l i s h the accuracy of the a d d i t i o n s i n the cash 
book or the f a c t that i n d i v i d u a l r e c e i p t s have been cur-
r e n t l y deposited, and, i n general, possesses merit only as 
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an evidence of c o l l a t e r a l v e r i f i c a t i o n of cash accounts. 
The p r e p a r a t i o n of a "proof of cash" may d i s c l o s e items 
which have passed through the cash hook without record by 
the bank or v i c e v e r s a but g e n e r a l l y such items may be found 
w i t h c o n siderably l e s s e f f o r t by merely checking the cash 
records to bank statements. Unless there are e x c e p t i o n a l 
complications i n the cash records or there are other unusual 
conditions which make i t d e s i r a b l e to t a b u l a t e the cash 
items, the p r e p a r a t i o n of a "proof of cash" i s seldom 
j u s t i f i a b l e . 
In PLATES 71 and 72 (pages 176 and 177) are shown 
two forms of assembly or grouping sheets. O c c a s i o n a l l y i t 
i s p o s s i b l e to prepare f i n a n c i a l statements d i r e c t l y from 
t r i a l balance c l a s s i f i c a t i o n s or to group accounts on the 
t r i a l balance so that separate grouping sheets are not re-
quired. U s u a l l y , however, i t i s necessary to combine v a r i -
ous items as shown by a t r i a l balance or by analyses of the 
accounts i n order that f i n a n c i a l statements may e x h i b i t 
t o t a l s only of the v a r i o u s cla s s e s of items and not be bur-
dened w i t h unnecessary d e t a i l s . The purpose of showing 
groupings as of two dates, as i l l u s t r a t e d i n PLATE 71, i s to 
insure consistency i n c l a s s i f i c a t i o n . I t i s very important 
that the composition and source of every item contained i n 
f i n a l statements be c l e a r l y shown by the working papers and 
assembly or grouping sheets should always be prepared w i t h 
great care. I t i s i n order here to note a l s o that when 
168 
s t a t i s t i c a l statements or other f i g u r e s are i n c l u d e d i n com-
ments submitted i n connection w i t h an a u d i t or examination, 
such f i g u r e s should be c l e a r l y shown i n the working papers. 
In PLATES 73 and 74 (pages 178 and 179) are i l l u s -
t r a t e d two ways i n which d i f f e r e n c e s between items shown i n 
a company's statements and those shown i n a r e l a t e d audit 
report may be s t a t e d . The same i n f o r m a t i o n i s contained i n 
both -of these forms but the s i g n i f i c a n c e of each of the 
items i s more r e a d i l y apparent i n the form shown by PLATE 74 
than i n that shown by PLATE 73. A c c o r d i n g l y , when i t i s 
d e s i r a b l e to submit an explanatory statement of d i f f e r e n c e s 
i n connection w i t h an aud i t or examination, the form shown 
i n PLATE 74 i s g e n e r a l l y used. U s u a l l y , when there are only 
a few d i f f e r e n c e s to be noted, they may be explained i n the 
comment s e c t i o n of the report. I t should be remembered, 
however, that whether or not i t may be necessary to include 
a statement of r e c o n c i l i n g items i n a f i n a l r e p o r t , a memo-
randum of any such items should always be made i n the work-
i n g papers. 
The i l l u s t r a t i o n s contained i n PLATES 75 to 82 
(pages 180 to 187, i n c l u s i v e ) r e l a t e to the v e r i f i c a t i o n of 
accounts by confirm a t i o n or c e r t i f i c a t i o n . The d i s t i n c t i o n 
between a con f i r m a t i o n and a c e r t i f i c a t i o n may be s t a t e d as 
f o l l o w s : A confirmation i s a c o r r o b o r a t i o n or r a t i f i c a t i o n 
of s t a t e d i n f o r m a t i o n while a c e r t i f i c a t i o n i s an independ-
ent a t t e s t a t i o n or formal d e c l a r a t i o n concerning a matter. 
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In other words, the former i n v o l v e s merely acquiescence and 
the l a t t e r c a l l s f o r a statement which i s subject to v e r i -
f i c a t i o n . 
I t may be s a i d , i n general, that a complete audit 
of the accounts of a business would comprehend the o b t a i n i n g 
of c e r t i f i c a t i o n s or confirmations i n respect of a l l items 
t h e r e i n the accuracy of which could not be c o n c l u s i v e l y de-
termined from the records, such as amounts r e c e i v a b l e from 
and payable to others, assets i n the custody of or h e l d f o r 
account of others, and matters concerning which d e t a i l e d i n -
formation i s i n the possession of a d i s i n t e r e s t e d t h i r d 
p a r t y designated to act i n an independent c a p a c i t y i n con-
n e c t i o n w i t h the company's dealings w i t h the p u b l i c . In the 
p r a c t i c e of p r o f e s s i o n a l accountancy, however, i t i s com-
p a r a t i v e l y seldom that the v e r i f i c a t i o n of the accounts i s 
c a r r i e d to t h i s extent. 
Many c l i e n t s , f o r reasons of p o l i c y or expense, do 
not wish to have the accounts r e c e i v a b l e confirmed, at l e a s t 
i n f u l l . 
I t i s usual f o r an a u d i t o r to obtain confirmations 
or c e r t i f i c a t i o n s regarding important l i a b i l i t i e s such as 
current loans payable, mortgages payable, and bonded indebt-
edness, but i t i s g e n e r a l l y unnecessary to v e r i f y i n t h i s 
manner accounts payable to ordinary trade c r e d i t o r s i n re-
spect of which statements are re c e i v e d r e g u l a r l y and current 
settlements are made. C e r t i f i c a t i o n s i n respect of bonded 
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indebtedness are g e n e r a l l y obtained from a t r u s t e e appointed 
under a r e l a t e d indenture, and c e r t i f i c a t i o n s or confirma-
t i o n s regarding other l i a b i l i t i e s d i r e c t l y from the o b l i -
gees. The outstanding c a p i t a l stock of a company also may 
fr e q u e n t l y be v e r i f i e d by o b t a i n i n g c e r t i f i c a t i o n s i n r e -
spect thereof from the r e g i s t r a r of the i s s u e . 
When a number of items of one c l a s s are to be ver-
i f i e d by c e r t i f i c a t i o n s or confi r m a t i o n s , i t i s g e n e r a l l y 
advantageous to devise and use a standard form of request 
and r e p l y . 
PLATE 75 (page 180) i l l u s t r a t e s a convenient form 
f o r use i n o b t a i n i n g a c e r t i f i c a t i o n from a bank i n respect 
of the amounts of cash on deposit and of o b l i g a t i o n s to the 
bank at a given date. In p r o f e s s i o n a l p r a c t i c e i t i s neces-
sary to obtain such a l a r g e number of c e r t i f i c a t i o n s of t h i s 
k i n d that p r i n t e d forms are g e n e r a l l y used. The date as of 
which the c e r t i f i c a t i o n i s d e s i r e d and the name of the com-
pany should be s t a t e d i n the spaces provided f o r the purpose 
before the form i s mailed to the bank, and the request 
should be approved by an o f f i c e r of the company whose signa-
ture i s on f i l e at the bank. 
The form shown i n PLATE 76 (page 181) has been 
designed f o r use i n connection w i t h the v e r i f i c a t i o n of 
accounts r e c e i v a b l e . The use of a form of t h i s k i n d con-
templates that r e g u l a r statements of account be turned over 
to the audi t o r s f o r enclosure and m a i l i n g . In PLATE 77 
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(page 182) i s shown a form of working schedule c o n t a i n i n g a 
l i s t of i n d i v i d u a l balances of accounts r e c e i v a b l e from cus-
tomers, a c o n t r o l (by numbers) of requests f o r confir m a t i o n 
i n respect of such accounts, a record of con f i r m a t i o n forms 
returned, and remarks regarding v a r i o u s items i n the ac-
counts or discre p a n c i e s developed by returned c o n f i r m a t i o n 
forms. On t h i s schedule, a l s o , i s shown a summary of the 
accounts confirmed and not confirmed. 
PLATE 78 (page 183) contains an i l l u s t r a t i o n of a 
form l e t t e r (to be w r i t t e n on the r e g u l a r s t a t i o n e r y of a 
company and signed by one of i t s o f f i c e r s ) requesting that 
the amount p a i d i n , to a c e r t a i n date, on account of a sub-
s c r i p t i o n be confirmed to the company's a u d i t o r s . The con-
d i t i o n of the account being shown at the bottom of the 
l e t t e r , the s u b s c r i b e r needs only to a f f i x h i s signature to 
the form, i f the amount s t a t e d i s c o r r e c t , and m a i l i t to 
the a u d i t o r s . Space i s provided, a l s o , f o r the n o t a t i o n of 
d i f f e r e n c e s or f o r remarks by the s u b s c r i b e r . 
PLATES 79 and 80 (pages 184 and 185) contain, r e-
s p e c t i v e l y , a t y p i c a l form of c e r t i f i c a t i o n i n respect of 
outstanding c a p i t a l stock and one i n respect of outstanding 
bonds, s i n k i n g fund accounts, and a s p e c i a l deposit made 
under the terms of a mortgage indenture. L e t t e r s such as 
these are g e n e r a l l y received by the a u d i t o r s i n response to 
t h e i r request of an o f f i c e r of the company whose accounts 
are under audit that the r e g i s t r a r of the company's c a p i t a l 
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stock and the t r u s t e e of i t s bond is s u e be asked to render 
c e r t i f i c a t e s i n respect of matters under t h e i r c o n t r o l r e -
l a t i n g to the company's accounts. 
PLATES 81 and 82 (pages 186 and 187) are forms of 
con f i r m a t i o n , r e s p e c t i v e l y , of c o l l a t e r a l loans of a bank 
and of customers' balances and s e c u r i t i e s of a brokerage 
house. These forms are, of course, s p e c i a l t i e s , and t h e i r 
p r e s e n t a t i o n c o n s t i t u t e s an exception to the p r i n c i p l e f o l -
lowed by the authors i n l i m i t i n g the d i s c u s s i o n to matters 
of general i n t e r e s t , i t being ob v i o u s l y impossible to con-
s i d e r a l l forms that may be used on s p e c i a l occasions. I t 
i s thought that these forms are i n t e r e s t i n g as showing the 
p r o v i s i o n f o r carbon copies and f o r the use of window en-
velopes, as w e l l as the arrangement of the subject matter. 
I t appears to be f i t t i n g , i n c o n c l u s i o n , to r e -
s t a t e i n a general way the fundamental p r i n c i p l e s u n d e r l y i n g 
the i n t e l l i g e n t p r e p a r a t i o n of working papers. There should 
always be a c l e a r understanding on the p a r t of the person 
preparing them as to the purposes f o r which they are pre-
pared. Care should always be taken to d i s t i n g u i s h between 
e s s e n t i a l s and n o n - e s s e n t i a l s . The form i n which a working 
paper i s prepared i s important only i n i t s r e l a t i o n to the 
expeditious performance of the work, so long as i t e x h i b i t s 
a l l e s s e n t i a l i n f o r m a t i o n and does so i n a manner f u l l y 
understandable to anyone who may have occasion to r e f e r to 
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the papers. The s i g n i f i c a n c e of each paper, i n respect of 
i t s r e l a t i o n to other papers, to i n f o r m a t i o n to he given i n 
a report, or to the scope and manner of v e r i f i c a t i o n of the 
accounts, should he made r e a d i l y apparent. 
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PLATE 75 
BLACK & WHITE 
C E R T I F I E D P U B L I C A C C O U N T A N T S 
122 B R O A D W A Y 
NEW YORK 
Dear Sirs: 
(Date). 
Please complete as of -the attached certificate in respect 
of 
and mail to us, in the accompanying stamped and addressed envelope, for which we extend our thanks in anticipation 
of your prompt attention. 
APPROVED: 
Yours very truly, 
Messrs. Black & White 
Certified Public Accountants 
122 Broadway, New York 
No. 
Dear Sirs: 
A t the close of business on. the balance on our books to the credit 
of 
was Dollars($ ) 
At the close of business on said 
was obligated or indebted to us on loans, notes, participations, or other accounts or contracts as follows: 
D E S C R I P T I O N O F OBLIGATION DATE PRINCIPAL MATURITY INT. RATE 
DESCRIPTION OF 
COLLATERAL OR SECURITY 
Dated at 
192 
By 
(Title) 
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P L A T E 76 
B L A C K & W H I T E 
C E R T I F I E D P U B L I C A C C O U N T A N T S 
122 B r o a d w a y 
N e w Y o r k 
Dear Sirs: 
In connection with our audit of the books and accounts of 
we are enclosing their statement of your account at 19 
Please examine it and advise us on the attached form of its correctness 
or of any exception you may take thereto. A stamped and addressed en-
velope for your reply is enclosed. 
APPROVED: B L A C K & W H I T E 
(Do not send remittance with this confirmation) 
No. 
MESSRS. BLACK & WHITE, 
Certified Public Accountants, 
122 Broadway, New York. 
The statement of our account with 
as of 19 showing a debit balance of $ 
is correct with the exceptions, if any, stated below. 
Signed 
By. 
Exceptions, if any: 
(Use other side if necessary) 
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PLATE 78 
THE BLANK COMPANY 
1075 East 42nd Street, 
New York 
Dear Sir: 
In connection with the semi-annual audit of our books, 
now being conducted by Messrs. Black & White, Certified Public 
Accountants, w i l l you please confirm to them, in the enclosed self-
addressed envelope, the condition of your account as shown below. 
We extend our thanks in anticipation of your prompt 
attention. 
Yours very truly, 
Messrs. Black & White, 
Certified Public Accountants, 
122 Broadway, New York. 
The amount paid in, to and including December 31, 1922, on 
my subscription for capital stock of The Blank Company is $ 
Date Name 
Correction or remarks: 
184 
P l a t e 7 9 
GENERAL TRUST COMPANY 
New York 
January 20, 1923. 
M e s s r s . Black & White, 
Certified Public Accountants, 
122 Broadway, New York. 
Dear Sirs: 
We hereby certify that, according to our records as 
registrar, there were registered and outstanding at the close of 
business December 31, 1922, certificates representing capital stock 
of The Blank Company, as follows: 
Common (old), par value $100,, 162 shares Common - no par value, 1,429,693 " Preferred, 272,917 " 
Debenture, 6%, 496,700 " 
Yours truly, 
ABC/DEF Trust Officer 
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PLATE 8 0 
GENERAL TRUST COMPANY 
New York 
January 18, 1923. 
Messrs. Black & White, 
Certified Public Accountants, 
122 Broadway, New York. 
Dear Sirs: 
Pursuant to request of The Blank Company, we are pleased 
to advise you that as of the close of business December 31, 1922, 
our records showed the following in respect of the First Mortgage, 
5%, 30-year bonds of that company: 
Bonds authenticated and issued, $ 30,000,000.00 Bonds purchased by and delivered to us: Cremated, 7,000,000.00 Held alive in sinking fund, 2,850,000.00 Cash in sinking fund to pay off bonds called. 
for redemption, 275,000.00 
Cash deposited with us to pay interest on bonds outstanding, . — ..... 24,652.50 Cash held by us under terms of mortgage, re-ceived in connection with sale of property, 183,742.92 
Yours truly, 
RST/UVW 
Secretary. 
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PLATE 82 
19-
No. 
Dear Sir: 
Your account with us at the close of stands on our books as stated 
hereunder. For use in connection with their periodical audit of our accounts, please confirm to Messrs. 
C h i i d e & Haro ld , Certified Public Accountants, or advise them in what particular, if any, you disagree. 
A stamped envelope is enclosed for your reply. 
Yours very truly, 
D E B I T B A L A N C E $ 
L O N G : 
C R E D I T B A L A N C E $ 
S H O R T : 
(Signature of Respondent) 
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S u b s c r i p t i o n account, c o n f i r m a t i o n of, 171, 183 
Sundry accounts r e c e i v a b l e , 55, 67 
Sundry income c r e d i t s , 128, 142 
Sundry memoranda, f i l i n g of, 21 
- T -
Taxes accrued, 98, 109 
"Ticks," use of, 18 
Treasury bonds, 72, 84 
T r i a l balance 
before and a f t e r c l o s i n g , 35 
book, 34 
C l a s s i f i e d , 41, 45 
covering s e v e r a l p e r i o d s , 39 
f o o t i n g s , 40, 44 
headings, 40, 43 
Notations on, 21, 28, 40 
of accounts r e c e i v a b l e , 54 
Purposes of, 34 
Use of - f o r indexi n g , 20-21 
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- U -
Unpaid vouchers, 10 
U t i l i z a t i o n of papers, 9, 19, 20, 25 
- W -
Welfare fund, 55, 67 
Work i n process, 124, 132 
Work sheet, 21, 24, 32, 33 
